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PREFACE 


The  Consumer  Education  Study, 
initiated  in  1942,  is  sponsored  by  the 
National  Association  of  Secondary- 
School  Principals,  a Department  of 
the  National  Education  Association. 
It  is  financed  by  funds  from  the 
National  Better  Business  Bureau, 
which  has  also  furnished  generous 
help  in  facilitating  contacts  with  ex- 
perts in  various  pertinent  fields  but 
has  in  no  way  influenced,  or  at- 
tempted to  influence,  the  conclu- 
sions of  the  Study. 

In  the  preparation  of  each  manu- 
script the  Study  has  solicited  and  re- 
ceived advice  from  many  individuals 
as  well  as  from  members  of  its  Ad- 
visory Board,  who  represent  educa- 
tion, industry,  labor  organizations, 
agriculture,  and  women’s  groups  es- 
pecially interested  in  problems  of  the 
consumer.  Furthermore,  a tentative 
edition  of  the  unit  has  been  submit- 
ted for  criticism  to  many  teachers  as 
well  as  to  persons  in  other  occupa- 
tions who  are  in  position  to  judge  the 
validity  of  its  content.  All  the  criti- 
cisms and  suggestions  have  been 
taken  into  account  in  preparing  this 
edition.  But  the  materials  prepared 
for  publication  are  based  wholly 
upon  the  conclusions  of  the  staff  of 
the  Study,  which  takes  entire  respon- 
sibility for  them. 

A chief  purpose  of  the  Consumer 
Education  Study  is  to  prepare  a se- 


ries of  teaching-learning  units,  of 
which  this  is  one,  for  use  in  second- 
ary schools.  These  units,  based  upon 
objective  data,  do  not  attempt  either 
to  promote  the  interests  of  producers 
and  sellers  or  to  revolutionize  our 
economic  system.  Both  purposes,  it 
is  held,  are  outside  the  functions  of 
the  schools.  Instead,  the  units  are  in- 
tended to  help  young  people  to  be- 
come more  intelligent,  more  effec- 
tive, and  more  conscientious  consum- 
ers in  the  economic  system  in  which 
they  live. 

Consumer  education  is  having 
a rapid  development  in  secondary 
schools.  It  is  taught  not  only  in  inde- 
pendent courses  but  also  as  a part  of 
home  economics,  business  education, 
social  studies,  agriculture,  science, 
mathematics,  and  other  subjects. 
The  content  of  such  courses  or  units 
varies  greatly  from  school  to  school. 
Therefore,  in  attempting  to  prepare 
teaching-learning  units  that  will  be 
useful  to  the  maximum  number  of 
schools,  the  Consumer  Education 
Study  is  concentrating,  at  least  in  the 
beginning,  on  general  principles  un- 
derlying all  consumption  rather  than 
on  the  skilled  purchasing  of  specific 
commodities.  And  it  hopes  to  make 
each  unit  sufficiently  flexible  and 
rich  in  resources  to  be  adapted  to 
a variety  of  situations  in  many 
communities. 

Thomas  H.  Briggs 

Director 


PART  I 


THE  IDEA  OF  INSURANCE 

PREVIEW 

Insurance  is  the  device  people  have  invented  for  taking  the  sting 
out  of  the  risks  that  constantly  face  them.  No  one  expects  to  keep 
all  accidents  from  happening,  homes  from  burning,  or  people 
from  dying,  although  insurance  companies  do  help  to  prolong  life 
and  prevent  fires  and  accidents  by  devoting  expert  talents  and 
large  funds  to  research  and  to  educating  the  public.  But  insur- 
ance does  keep  the  financial  losses  from  being  disastrous.  It  en- 
ables large  groups  of  people  to  pool  their  risks,  by  everyone’s 
steadily  contributing  small  payments,  so  that  when  fire  strikes  or 
an  illness  takes  the  wage-earner  from  his  work — perhaps  forever 
— there  will  be  money  for  those  who  must  carry  on. 

Some  of  our  protection  against  risks  is  provided  through  our 
state  and  national  governments  in  the  form  of  social  insurance 
and  other  plans.  Beyond  this,  it  is  our  private  responsibility  to 
provide  protection.  We  secure  it  from  insurance  companies.  By 
careful  planning,  and  by  co-ordinating  social  and  private  insur- 
ance, each  of  us  can  work  out  the  program  best  fitted  to  himself. 

Part  I gives  you,  first,  a quick  survey  of  the  kinds  of  risks  that 
must  be  taken  into  account;  second,  a sketch  of  the  basic  plan 
on  which  all  insurance  operates.  This  part  includes  two  chapters: 

Chapter  1.  This  Risky  Business  Called  Life 
Chapter  2.  The  Sharing  of  Risks  by  Insurance 


Chapter  1 

THIS  RISKY  BUSINESS  CALLED  LIFE 


And  these  are  only  a few  of  your 
many  risks.  Is  there  anything  you 
can  do  about  them?  Indeed  there  is. 
Although  you  cannot  wholly  remove 
the  risks  of  life,  you  can  share  the 
financial  losses  with  others  through 
insurance.  The  first  step  in  an  intel- 
ligent campaign  to  protect  yourself 
from  the  consequences  of  risks  is 
to  know  what  these  risks  are.  Then 
you  can  proceed  to  a discussion  of 
how  to  lessen  their  effects. 


“There  goes  that  alarm  clock  again,” 
you  mutter  as  you  reach  to  shut  it 
off.  “Shall  I always  have  to  jump 
when  that  thing  calls?” 

Yes — if  you  are  fortunate — for  its 
disturbing  noisy  whirr  means  that 
another  day  of  activity  has  arrived. 
But,  of  course,  things  can  happen 
which  would  make  the  alarm  clock 
useless.  You  might  die;  you  might 
be  unable  to  work  because  of  an 
accident  or  illness;  you  might  be  too 
old  to  work  any  longer;  you  might 
lose  your  job  and  be  unable  to  find 
another. 

Even  while  you  are  alive,  healthy, 
and  vigorous,  and  have  a good  job, 
other  hazards  can  make  awakening 
to  a new  day  a gloomy  business.  You 
might  lose  your  savings  or  capital 
through  bad  investment  or  in  a de- 
pression. Your  house  might  burn 
down.  Your  automobile  might  be 
stolen.  Your  crops  might  be  ruined 
by  drought  or  a hailstorm.  Your 
livestock  might  be  drowned  in  a 
flood.  Anything  might  happen. 

Even  this  brief  list  of  hazards  you 
face  makes  life  seem  a risky  business. 


THE  RISK  OF  DEATH 

The  alarm  clock  won’t  ring  for 
you  when  you  are  dead.  But  today 
your  chances  to  live  are  the  best  in 
history.  In  1900,  life  expectancy  (the 
number  of  years  newborn  babies 
could  be  expected  to  live,  on  the  av- 
erage) was  approximately  49.2  years. 
By  1944  this  expectancy  had  in- 
creased to  65.1  years — a gain  of  16.9 
years.  The  probable  length  of  your 
life  is,  of  course,  partly  determined 
by  the  sort  of  work  you  do;  but  bar- 
ring accidents  and  illness  you  have 
a better  chance  of  living  to  a ripe 
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old  age  than  your  grandparents  had 
when  they  were  young. 


LIFE  EXPECTANCY  AT  BIRTH 


Year 

Life  Expectancy 
in  Years 

1900-1902 

49.24 

1909-1911 

51.49 

1930 

63.07 

1940 

63.77 

1944 

65.12 

THE  RISKS  OF  ACCIDENT 
AND  ILLNESS 

You  may  ignore  that  alarm  clock 
if  you  are  unable  to  work  because 
of  an  accident  or  illness.  Only,  the 
luxury  of  sleeping  late  won’t  seem 
a luxury  if  you  are  bedridden. 

In  the  next  ten  minutes,  as  you  sit 
reading  these  pages,  two  Americans 
will  probably  be  killed  and  one 
hundred  ninety  injured  in  accidents. 
Examine  the  chart  below  to  see  how 
many  people  are  killed  or  injured, 
how  often  the  accidents  occur,  and 
how  the  victims  are  killed  or  injured. 
The  chart  is  based  on  the  nation’s 

1943  accident  totals  and  includes 
only  civilians.  It  is  taken  from  the 

1944  edition  of  Accident  Facts. 


WORK  ACCIDENTS 

Industry  is  constantly  being  made 
less  dangerous  by  safety  devices. 
According  to  the  Metropolitan  Life 
Insurance  Company,  “At  least  three 
workers  in  the  country  at  large  are 
killed  in  off-the-job  accidents  for 
every  two  that  are  fatally  injured 
while  on  the  job.”  However,  in  spite 
of  the  advances  that  have  been  made 
to  secure  safety  of  working  condi- 
tions, there  are  still  an  appalling 
number  of  industrial  accidents  re- 
sulting in  death  or  injury.  As  you 
would  expect,  various  industries  dif- 
fer in  their  industrial  dangers. 

HOME  ACCIDENTS 

In  1943,  about  32,500  people 
lost  their  lives  in  home  accidents, 
and  about  4,850,000  were  injured; 
of  the  injured  nearly  130,000  suf- 
fered some  permanent  disability. 
Such  deaths  and  injuries  are  gener- 
ally caused  by  carelessness  and 
thoughtlessness.  Thousands  of  bad 
falls  are  caused  by  slips  on  children’s 
toys;  hundreds  of  people  skin  their 
hands  every  year  on  broken  and 
loose  doorknobs;  people  fall  off 


Class  of  Accident 

One  Every 

Per  Hour 

Per  Day 

Per  Week 

The  Year 
1943 

All  Accidents 

Deaths 

V/z  min. 

11 

265 

1,875 

97,500 

Injuries 

3 sec. 

1,150 

27,700 

194,000 

10,100,000 

Motor  Vehicle 

Deaths 

22^4  min. 

3 

64 

450 

23,400 

Injuries 

40  sec. 

92 

2,200 

15,400 

800,000 

Occupational 

Deaths 

29  min. 

2 

49 

345 

18,000 

Injuries 

17  sec. 

210 

5,100 

35,600 

1,850,000 

Workers  Off-Job 

Deaths 

2V/z  min. 

3 

67 

470 

24,500 

Injuries 

V>Yz  sec. 

265 

6,300 

44,200 

2,300,000 

Home 

Deaths 

16  min. 

4 

89 

625 

32,500 

Injuries 

6 Yz  sec. 

555 

13,300 

93,300 

4,850,000 

Public  (excluding 

Deaths 

31  min. 

2 

47 

325 

17,000 

motor  vehicle) 

Injuries 

IS  sec. 

240 

5,800 

40,400 

2,100,000 
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roofs;  parents  are  careless,  and  chil- 
dren get  tangled  up  in  washing  ma- 
chines and  other  appliances;  rusty 
nails  cause  lockjaw;  “unloaded” 
guns  take  lives;  thousands  of  people 
fall  down  stairs  each  year.  Any  of 
these  things  (and  many  others)  can 
easily  happen  to  you  if  you  are  care- 
less in  your  own  home. 

ACCIDENTS  TO  CHILDREN 

Of  every  3 boys  and  girls  between 
the  ages  of  5 and  19  who  die  this 
year,  1 will  be  killed  by  accident.  In 
1943,  6,650  school  children  (ages 
5-14)  were  accidentally  killed,  1 out 
of  3 by  motor  vehicles.  Yet,  terrible 
as  these  figures  are,  they  represent  a 
26  per  cent  decrease  from  the  rate  in 
1922,  the  year  in  which  a definite 
national  safety  education  program 
was  started.  Education  has  helped. 

Throughout  the  nation  fires  take 
their  greatest  annual  toll  among 
children  of  tender  age — approxi- 
mately 1,500  deaths  from  fire  of 
children  under  five  years  of  age  were 
estimated  for  the  period  1938-1942 
inclusive  by  the  National  Board  of 
Fire  Underwriters.  The  Board  also 
estimates  that  in  an  average  week 
148  people  will  be  fatally  burned,  of 
whom  32  will  die  in  burning  build- 
ings. Asphyxiation  (including  deaths 
from  smoke,  fumes,  and  superheated 
air)  will  take  31  lives,  electrical 
shocks  another  14,  and  lightning  7. 

AUTOMOBILE  ACCIDENTS 

Automobiles  take  a terrible  toll. 
It  dropped  temporarily  during 
World  War  II,  when  people  drove 
less  and  drove  slowly  to  conserve  gas 
and  tires.  But  as  traffic  increases,  the 
chances  for  accidents  increase. 


It  is  especially  pertinent  for  high 
school  boys  and  girls  to  know  that 
records  of  traffic  accidents  show  that 
16-year-old  drivers  cause  over  nine 
times  as  many  fatalities  in  propor- 
tion to  mileage  as  persons  45-50 
years  old.  The  record  for  all  drivers 
less  than  20  years  old  was  over  five 
times  as  bad  as  that  for  the  45-50 
year  group. 

ILLNESS 

About  two  and  a half  million 
American  workers  are  ill  on  any 
given  day  of  the  year.  An  economics 
class  at  Abraham  Lincoln  High 
School,  Des  Moines,  Iowa,  figured 
out  that  if  all  these  ill  laborers  were 
loaded  five  in  a car,  the  front  bump- 
ers of  each  car  touching  the  rear 
bumpers  of  the  car  ahead,  the  cars 
would  fill  every  street  in  Des  Moines. 
The  proportion  of  illness  among  all 
people  (including  workers)  is  much 
higher.  According  to  the  National 
Health  Survey  made  in  1935-36, 
which  included  a sample  population 
of  more  than  two  and  a half  million, 
around  seven  million  people  (ap- 
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proximately  one  out  of  nineteen)  are 
ill  on  any  day  of  the  year.  These 
figures  are  somewhat  misleading  in 
that  they  include  a very  slight  illness, 
perhaps  lasting  only  a day  or  so. 

The  extent  of  illness  in  any  one 
year  in  any  individual  family  is  un- 
predictable. In  some  years  there  will 
be  none;  in  other  years  it  will  come 
as  a crushing  blow.  The  National 
Health  Survey  does  show,  however, 
that  illness  rates  go  up  as  income 
goes  down.  People  of  the  lowest  in- 
come group  suffer  more  than  two 
and  a half  times  as  much  disability 
from  illness  as  do  people  with  in- 
comes of  $5,000  and  over.  It  is  a 
good  thing  for  you  to  remember  that 
illness  strikes  hardest  where  it  can 
be  least  afforded. 

THE  RISK  OF 
UNEMPLOYMENT 

Your  alarm  clock  will  be  set  for 
an  early  morning  hour  if  you  are 
seeking  a job,  for  you  won’t  dare 
miss  the  chance  that  you  might  find 
work  that  day.  Normally  at  least  a 


You  don’t  waste  early  morning  hours 
when  you  are  out  of  work. 


million  Americans  are  out  of  work 
at  any  time,  often  because  they  are 
changing  jobs  or  do  not  wish  to  work 
at  that  particular  time.  During  some 
of  the  depression  years  of  the  1930’s 
this  number  ran  as  high  as  twelve 
or  fifteen  million.  Great  efforts  are 
being  made  to  see  to  it  that  such 
a condition  never  recurs.  Still  you 
must  face  the  possibility  that  you 
may  hit  the  business  world  when 
many  others  will  be  competing  for 
the  job  you  want,  or  that  you  may 
some  day  lose  your  job  through  no 
fault  of  your  own. 

You  cannot  afford  to  quit  work 
for  any  great  length  of  time,  for 
your  expenses  go  on,  work  or  no 
work,  and  must  be  met.  Then  too 
your  services  cannot  be  stored.  You 
will  be  at  the  prime  of  your  working 
career  for  a limited  number  of  years 
and  during  these  years  you  must  not 
only  meet  current  expenditures,  but 
also  accumulate  savings  to  take  care 
of  you  during  your  old  age.  Pro- 
longed unemployment  will  prevent 
you  from  doing  this. 

To  a large  extent  this  risk  of  un- 
employment is  one  of  the  new  risks 
of  our  modern  industrial  economy. 
When  most  people  lived  on  farms 
and  produced  for  themselves,  there 
was  much  less  fluctuation  in  their 
standard  of  living,  even  though  this 
standard  was  lower  than  ours.  In 
our  present  money  economy  any- 
thing which  cuts  off  the  flow  of  cash 
income  for  even  a little  while  may 
have  disastrous  effects. 

You  can  see  why  people  have  had 
to  share  this  kind  of  financial  loss  by 
means  of  insurance.  There  is  no 
doubt  that  they  need  protection. 
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THE  RISK  OF  OLD  AGE 
WITHOUT  INCOME 

We  hope  your  alarm  clock  will  be 
worn  out  before  you  are  laid  on  the 
economic  shelf  because  you  are  too 
old  to  work  any  longer.  It  seems  to 
you  now  that  you  will  never  get 
old — but  you  will!  The  years  have  a 
way  of  rolling  on,  and  yours  won’t 
be  any  exception  to  the  rule.  If  you 
are  unable  to  care  for  yourself  when 
you  are  old,  who  is  going  to  provide 
for  you? 

Your  grandfather  had  a much 
easier  time  taking  care  of  his  grand- 
father than  you  may  have  taking  care 
of  yours  or  than  your  grandchildren 
may  have  taking  care  of  you.  In  his 
day  old  people  were  generally  an 
economic  asset  as  well  as  a pleasure 
to  have  around.  Grandfather  could 
feed  the  chickens  and  water  the  hogs ; 
he  could  make  himself  generally  use- 
ful at  light  work.  Grandmother 
could  peel  apples  and  potatoes,  make 
cookies,  and  do  a thousand  little 
tasks.  Both  grandfather  and  grand- 
mother could  help  look  after  the 
large  number  of  children  which 
were  the  rule  in  families  then.  To- 
day, however,  people  move  from  job 


to  job,  from  town  to  town,  from  one 
home  to  another.  They  live  in  small 
apartments  where  the  grandfather 
corner  is  hard  to  provide.  Added 
people  mean  additional  cost  and  eco- 
nomic strain.  Often  sons  and  daugh- 
ters are  unemployed,  unable  to  pro- 
vide for  their  own  needs,  let  alone 
able  to  support  older  people.  The 
element  of  love  and  affection  has  not 
changed,  but  moneyless  old  people 
have  changed  from  an  economic  asset 
to  an  economic  liability. 

Advances  in  the  sciences  of  medi- 
cine, surgery,  and  nutrition  are  in- 
creasing the  proportion  of  old  people 
in  our  society.  While  it  is  certainly 
good  to  know  that  the  chances  of 
reaching  a ripe  old  age  are  getting 
better  every  year,  we  must  realize 
that  when  we  are  too  old  to  work  we 
shall  either  have  to  live  on  our  past 
savings  or  have  others — relatives, 
friends,  or  the  state — provide  for  our 
support.  As  Franklin  D.  Roosevelt 
once  said:  “There  is  no  tragedy  in 
growing  old,  but  there  is  a tragedy 
in  growing  old  without  means  of 
support.” 

RISKS  IN  BUSINESS 
AND  INVESTMENT 

You  might  not  have  to  set  your 
alarm  clock  if  you  found  a gusher 
in  your  back  yard,  married  an  heir- 
ess, or  were  left  a million  by  a rich 
uncle;  but  even  with  money  you 
would  still  have  many  problems  and 
risks.  There  would  still  be  work  for 
you  to  do  in  investing  and  using 
your  fortune  safely  and  wisely.  You 
would  still  want  to  provide  for  old 
age  and  various  contingencies. 
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You  couldn’t  just  hide  your  money 
in  a mattress.  A fire  might  leave  no 
trace  of  it;  a robber  might  take  over 
your  investment  problems  without 
your  consent.  If  you  bought  stocks 
and  bonds,  they  might  go  down  in 
value.  If  you  bought  a business,  it 
might  fail  because  of  depressions, 
war,  changes  in  style,  flood,  or  fire. 
Even  in  normal  years  thousands  of 
businesses  fail,  and  yours  might 
easily  be  among  them. 

Probably  you  won’t  find  or  inherit 
any  great  sum.  So  you,  like  the  rest 
of  the  people  in  the  world,  will  have 
only  the  money  you  have  been  able 
to  save  out  of  your  earnings.  But  you 
will  still  encounter  risks.  Indeed, 
almost  any  business  venture  involves 
risk.  Farmers  may  have  little  income 
for  a year  because  prices  may  be  low; 
droughts,  floods,  hailstorms,  or  pests 
may  destroy  their  crops.  An  automo- 
bile manufacturer  may  purchase 
steel,  rubber,  and  upholstery  at  a 
certain  cost,  only  to  find  that  the 
price  of  his  finished  car  will  not  be 
large  enough  to  yield  him  a profit. 
Or,  finding  that  his  customers  have 
! changed  their  minds  about  the  style 
of  car  they  like,  he  may  have  to  scrap 
a portion  of  his  expensive  machinery 
if  he  is  to  keep  his  customers.  A 
wholesale  grocer  may  fill  a part 
of  his  warehouse  with  staple  food- 
stuffs and  then  find  a few  months 
later  that  the  price  at  which  he  can 
sell  them  is  less  than  the  price  he 
paid  for  them. 

There  are  still  other  risks  that 
should  not  be  overlooked.  Wars,  for 
[example,  may  cut  off  the  source  of 
supply  of  some  important  raw  ma- 
terial, or  make  it  impossible  for 


sellers  to  send  their  goods  to  the 
usual  market.  Regulation  and  taxa- 
tion sometimes  make  a business  un- 
profitable. Tariff  laws  may  wreck 
one  business  while  aiding  another. 
A shift  in  style  may  destroy  the  most 
prosperous  business.  Explore  a 
dump-yard,  rummage  through  an 
antique  shop,  or  turn  the  pages  of  an 
old  mail-order  catalogue,  and  you’ll 
get  an  idea  of  the  crushing  force  of 
style  on  business. 

BUSINESS  CYCLES  AND  RISKS 

One  of  the  greatest  business  risks 
is  caused  by  what  we  call  business 
cycles,  with  their  intermittent 
crashes  followed  by  depressions.  In 
the  course  of  each  cycle,  business 
goes  through  a number  of  stages: 
From  normal  business  it  ascends  to 
unusual  prosperity,  reaches  a crisis, 
then  plunges  into  a depression.  In 
each  stage  of  the  cycle  the  business 
risks  change.  The  successful  busi- 
nessman is  the  one  who  can  estimate 
the  effects  of  the  cycle  and  anticipate 
whatever  changes  are  likely  to  oc- 
cur. No  two  cycles  are  exactly  alike. 
Sometimes  business  swings  through 
a complete  cycle  in  two  or  three 
years;  at  other  times  it  requires  ten 
or  more  years  to  accomplish  the  full 
swing. 
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STOCKS  AND  BONDS 

If  you  should  decide  not  to  go  into 
a business  of  your  own,  but  to  use 
your  money  to  buy  stocks  and  bonds 
in  other  men’s  businesses,  you  will 
still  have  to  assume  risks.  You  can 
never  be  sure  that  the  company  will 
pay  dividends  or  interest  on  your 
investment.  You  risk  losing  part  of 
your  money  if  you  are  forced  to  sell 
your  securities.  Even  in  boom  times 
many  corporations  show  little  or  no 
profit  for  the  stockholder.  And,  of 
course,  many  more  businesses  suffer 
during  a depression. 


RISK  TO  THE  THINGS 
YOU  OWN 

Besides  the  risks  you  must  face 
because  of  death,  accident,  sickness, 
old  age,  unemployment,  and  unwise 
investments,  there  are  risks  that  you 
take  simply  because  you  own  things. 
Your  automobile  may  be  wrecked, 
your  house  destroyed  by  fire,  or  your 
personal  property  stolen.  There  are 
risks  to  your  possessions  from  torna- 
does, floods,  and  earthquakes.  There 
is  risk  of  losing  packages  or  baggage 
that  you  send  by  express  or  that  you 
carry  by  hand.  Banks  may  fail  and 
deprive  you  of  the  money  you  have 
deposited  there. 

Owning  things  also  adds  to  your 
risks  in  the  form  of  liability  to  others 
— an  accepted  principle  in  common 
law.  If  your  car  cripples  a man  you 
may  be  faced  with  a court  judgment 
for  thousands  of  dollars.  If  accidents 
happen  on  your  property  because  of 
your  negligence,  you  may  be  held 
liable.  If  you  are  an  employer  you 


may  incur  liabilities  when  accidents 
happen  to  your  employees. 

THE  CHANGING  NATURE 
OF  YOUR  RISKS 

Naturally  your  risks  will  not  re- 
main the  same  throughout  your  life. 
As  you  go  from  childhood  to  old  age 
you  will  find  that  your  life  is  divided 
into  three  main  periods : 

1.  Preparation-time  (childhood): 
birth  to  about  20  years. 

2.  Toil-time  (opportunity  time): 
from  about  age  20  to  about  65. 

3.  Sunset-time  (old  age) : approxi- 
mately 65  to  death. 

As  a high  school  student  you  have 
almost  completed  what  may  be  called 
the  preparation  period  of  your  life, 
in  which  others  have  assisted  in  your 
care  and  preparation  for  your  life 
work.  When  your  formal  schooling 
ends,  whether  soon  or  a few  years 
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hence,  your  preparation-time  will 
be  over  and  your  toil-time  will  begin. 
It  is  then  that  you  must  work  to  care 
for  yourself  and  your  dependents 
and  to  make  provision  for  your  old 
age. 

You  see,  life  is  a risky  business. 
Competent  people,  however,  can 
take  steps  to  meet  the  problems 
which  arise  and  even  get  much  of 
their  kick  in  life  from  meeting  these 
problems  and  solving  them.  But  it 
is  necessary  to  recognize  what  risks 
there  are  and  to  take  positive  action 
to  protect  yourself  against  as  many 


as  possible.  You  must  recognize,  too, 
that  the  risks  have  changed  in  recent 
decades  and  are  still  changing.  Many 
of  the  problems  of  old-age  security, 
of  unemployment,  and  of  business 
uncertainty  are  modern  problems 
and  demand  modern  solutions. 

Because  every  man’s  life  is  full  of 
risks,  and  because  insurance  is  the 
most  effective  device  men  have  yet 
invented  for  offsetting  the  financial 
losses  that  inevitably  occur,  it  is  im- 
portant for  every  young  man  and 
woman  to  understand  insurance  and 
know  how  to  employ  it. 


QUESTIONS  FOR  DISCUSSION 

1.  What  special  risks  does  each  phase  of  a business  cycle  bring  to  a 
businessman?  a school  teacher  or  other  white  collar  workers?  a labor- 
ing man? 

2.  What  risks  do  you  think  will  be  most  important  to  you  and  your 
family  during  the  next  ten  years? 

3.  If  you  have  decided  upon  your  life  work  and  have  plans  for  the 
future,  what  risks  do  you  feel  most  seriously  endanger  your  being  able 
to  work  things  out  as  you  plan? 

4.  In  your  community,  what  risks  are  especially  prominent  which 
might  not  be  very  important  in  a different  type  of  community? 

5.  Can  you  tell  any  real-life  stories,  based  on  the  experience  of  peo- 
ple you  have  known,  which  illustrate  the  saying,  “Life’s  a risky  busi- 
ness”? 

6.  One’s  risks  change  somewhat  as  one  grows  older.  Can  you  make 
up  a table  showing  what  risks  are  most  prominent  in  each  of  the  three 
main  periods  of  life? 


Chapter  2 

THE  SHARING  OF  RISKS  BY  INSURANCE 


Insurance,  is  a plan  by  which  large 
numbers  of  people,  each  in  some 
danger  of  loss  which  he  cannot  fore- 
see or  prevent,  are  brought  together 
for  mutual  protection  so  that  when 
one  of  the  group  suffers  a loss,  it  will 
be  made  good,  partly  or  wholly,  from 
the  contributions  of  the  entire 
group.  In  other  words,  all  members 
of  the  group  contribute  regularly 
and  beforehand  a small  sum  in  order 
to  make  up  particular  losses  to  the 
individuals  who  suffer  them.  The 
whole  group  not  only  may  contrib- 
ute substantially  to  fire  and  acci- 
dent prevention,  better  health  and 
longer  life,  but  also  bears  easily  each 
single  loss  which  might  otherwise 
be  a crushing  blow  to  the  individual. 
For  the  individual,  or  his  benefi- 
ciaries, insurance  substitutes  a small 
certain  cost  for  the  risk  of  a large, 
uncertain  loss. 


WHY  IS  INSURANCE 
POSSIBLE? 

Insurance  is  possible  because  of 
the  law  of  probability.  More  simply, 
perhaps,  one  could  call  this  the  law 
of  averages,  or  the  law  of  large 
numbers. 

5t<  * * 

A simple  way  to  illustrate  the  law  of 
probability  is  by  tossing  pennies. 

You  can  toss  one  penny,  say,  ten 
times.  By  the  law  of  averages,  it  ought 
to  come  up  heads  five  times,  tails  five 
times.  But  it  may  come  up  7-3,  8-2,  or 
some  such  combination,  because  the 
number  of  chances  was  not  large 
enough  to  let  the  law  of  probability 
operate  reliably.  If  you  toss  it  a hun- 
dred times  you  are  much  more  likely  to 
get  close  to  a 50-50  distribution.  Or  if 
you  toss  it  a thousand  times,  the  result 
is  still  likelier  to  be  half  and  half. 

If  you  toss  a penny  just  once  you’ve 
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no  way  of  knowing  whether  you’ll  get 
heads  or  tails.  If  you  tossed  it  a million 
times  you  could  be  sure  of  getting  very 
close  to  500,000  of  each. 

Or,  if  you  like  mathematics,  use  five 
pennies  at  each  throw.  Make  a large 
number  of  throws.  Then,  letting  X 
stand  for  heads,  and  Y for  tails  you’ll 
find  the  results  will  be  distributed  very 
close  to  this  formula: 

X5  + 5X4Y +10X3Y2  + 10X  2 Y3  + 5XY4  + Y5 

In  which  X5  means  all  heads,  X4Y 
four  heads  and  one  tail,  and  so  on. 

The  point  of  this  little  experiment  is 
to  demonstrate  that  any  phenomenon 
which  depends  purely  on  chance  be- 
haves very  unreliably  when  the  number 
of  chances  is  small,  but  with  practically 
perfect  reliability  as  the  number  grows 
large. 

* * * 

Now  apply  this  theory  of  proba- 
bility to  the  burning  of  houses.  This 
isn’t  purely  a matter  of  chance,  of 
course,  for  the  kind  of  construction, 
the  care  taken  by  the  owner,  and  the 
! skill  of  the  fire  department  make  a 
great  difference.  Still,  there  is  a large 
element  of  chance,  and  the  law  of 
1 probability  operates  very  well. 

What  does  this  mean  in  practice? 

; Well,  first  of  all  it  means  that  if  we 
consider  only  one  house  (like  one 
1 toss  of  one  penny)  we  can’t  know 
1 whether  or  not  it  will  burn  this  year. 

I Even  if  we  take  a hundred  or  a thou- 
| sand  houses  we  can’t  estimate  very 
well  how  many  will  burn. 

But  now  suppose  we  examine  our 
national  statistics  for  a few  years,  as 
insurance  companies  have  done.  We 
I find,  let’s  say,  that  in  small  towns  five 
j frame  houses  per  1,000  burn  each 
i year.  All  right,  then,  we  know  the 


odds  on  any  one  house  in  this  group. 
We  can  say  with  assurance  that  if 
25,000  home  owners  each  contribute 
$5.00  for  every  $1,000  of  value  of 
their  homes,  the  total  will  be  enough 
to  pay  all  losses.  (Of  course,  enough 
must  be  added  to  the  $5.00  to  pay 
the  costs  of  administering  the  plan, 
and  perhaps  to  build  up  some  re- 
serve for  especially  bad  years.) 

This  does  not  mean,  however, 
that  25,000  home  owners  in,  say, 
Lincoln,  Nebraska,  could  safely 
group  themselves  together  to  insure 
their  homes.  The  number  of  indi- 
viduals would  be  large  enough,  but 
they  are  all  in  one  community,  in 
which  (like  the  one  toss  of  the  coin) 
the  result  is  relatively  unpredictable. 
There  might  be  another  great  fire, 
like  the  Chicago  fire.  So  you  can  see 
that  more  communities  must  be  in- 
volved for  perfect  safety,  in  order 
that  the  law  of  probability  can  be 
applied  to  communities  as  well  as  to 
individuals. 

The  same  principle  applies  in  in- 
suring lives.  An  insurance  agent,  of 
course,  cannot  tell  whether  a given 
customer  will  die  within  the  next 
year.  But  if  the  customer  is  10  years 
old  and  records  for  many  years  show 
that  197  of  every  100,000  ten-year- 
olds  die  each  year,  the  company 
knows  the  odds.  And  the  premium 
(the  price  the  individual  pays  for 
the  insurance)  can  be  calculated 
accordingly. 

Thus,  you  see  it  is  the  reliability 
of  the  law  of  probability  when  large 
numbers  are  involved  which  makes 
insurance  possible.  When  it  is  not 
possible  to  calculate  the  risk,  no  pri- 
vate insurance  is  available. 
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THE  RISK  TO  BE  INSURED  MUST  BE 
CALCULABLE 

Consider,  for  example,  such  a mat- 
ter as  insurance  against  unemploy- 
ment. We  know  that  normally  a 
fairly  large  group  are  out  of  a job  at 
any  given  time,  and  that  recurrently, 
in  times  of  depression,  the  number 
is  extremely  large.  But  while  we  may 
fear  that  we  shall  have  another  de- 
pression, and  while  it  is  wise  to  try 
to  estimate  how  many  will  be  jobless 
and  how  long  they  will  be  unem- 
ployed, we  have  no  way  of  knowing 
that  our  estimates  are  right.  We  can 
build  up  reserves  which  we  believe 
to  be  correct.  But  we  have  no  way 
of  ascertaining  whether  they  will 
prove  too  large  or  too  small.  The 
risk  is  not  genuinely  calculable.  As 
a consequence,  private  firms  do  not 
offer  unemployment  policies. 

Some  underwriters,  like  the  fa- 
mous Lloyd’s  of  London,  will  insure 
against  even  such  uncalculable  risks 
as  the  effects  of  a war  which  may 
come.  But  this  is  really  shrewd 
speculation  rather  than  genuine 
insurance. 

WHO  INVENTED  INSURANCE? 

Insurance  has  not  always  been 
available.  It  was  developed  as  a valu- 
able financial  device  when  the  need 
for  it  became  apparent.  Although 
crude  forms  of  insurance  were 
known  in  the  ancient  world,  the 
modern  insurance  business  as  a way 
of  meeting  risks  dates  back  to  the 
fourteenth  century,  when  interna- 
tional trade  by  sea  was  being  in- 
creased after  the  Dark  Ages.  It  be- 
gan among  merchants  and  shipown- 
ers who  had  their  whole  fortunes  tied 


up  in  hazardous  marine  ventures. 
This  was  the  greatest  commercial 
risk  of  that  time  and  therefore  the 
first  to  be  met  on  any  large  scale. 
From  this  elementary  marine  in- 
surance there  has  developed  insur- 
ance to  cover  all  forms  of  transpor- 
tation. 

Insurance  of  property  which  was 
not  being  transported  was  a logical 
next  step.  Modern  fire  insurance  be- 
gan to  develop  after  the  great  fire  of 
London  in  September,  1666.  Prop- 
erty insurance  began  to  be  written 
by  organized  groups — that  is,  by  pri- 
vate corporations  specializing  in  the 
business — by  1720  in  England  and 
even  in  youthful  America  by  as  early 
as  1752.  Life  insurance  companies 
as  we  know  them  today  started  in 
America  about  1840.  The  rapid  de- 
velopment of  American  industrial 
organization  created  new  risks,  and 
new  types  of  insurance  were  written 
to  cover  them.  The  first  American 
accident  policy,  for  example,  was 
issued  about  1863.  During  this  same 
period  health  insurance  policies 
were  added. 
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Last  to  develop  in  America  was 
social  insurance:  that  is,  insurance 
which  benefits  society  as  a whole  to 
such  an  extent  that  society  assumes 
the  responsibility  of  providing  in- 
dividuals with  it  whether  or  not  they 
are  willing  or  able  to  pay  for  it  as 
individuals.  The  most  common 
forms  of  social  insurance  deal  with 
unemployment,  old  age,  child  care, 
and  compensation  for  industrial  ac- 
cidents. Such  insurance  had  been 
common  in  some  European  coun- 
tries, especially  Germany,  for  several 
decades  before  it  was  expanded  here 
in  the  United  States  in  the  1930’s. 

WHAT  RISKS  CAN  BE  SHARED? 

As  time  has  gone  on,  insurance 
programs  have  been  developed  to 
cover  practically  every  form  of  per- 
sonal or  commercial  risk  which  can 


be  put  on  a mathematical  basis.  In- 
surance can  be  taken  against  the  loss 
of  property  caused  by  hail,  frost, 
tornado,  theft,  fire,  flood,  lightning, 
or  wind.  It  can  protect  one  not  only 
against  losses  due  to  natural  causes 
but  also  against  those  resulting  from 
falling  aircraft,  motor  vehicles,  and 
other  man-made  hazards.  It  can 
cover  cargoes  on  land  or  sea.  It  can 
cover  the  property  holder  against  the 
losses  caused  by  a boiler  explosion. 
Losses  resulting  from  the  dishonesty 
or  carelessness  of  persons  in  charge 
of  valuable  property,  even  excep- 
tional losses  resulting  from  granting 
credit  too  freely,  can  be  transferred 
to  an  insurance  company.  Insurance 
can  be  taken  out  to  compensate  for 
checks  which  are  raised  or  forged. 
Rain  insurance,  frequently  taken  by 
promoters  of  outdoor  entertain- 


QUESTIONS  FOR  DISCUSSION 

1.  Suppose  you  were  head  of  an  insurance  company  and  found  that 
there  was  a demand  for  a policy  to  cover  snakebites.  How  should  you 
determine  the  premium  rates  for  such  policies  in  various  parts  of  the 
country?  What  facts  should  you  need  to  know  before  you  could  do  it? 

2.  Suppose  you  are  a farmer  and  that  the  farmers  in  your  county, 
tired  of  paying  premiums  to  an  outside  agency,  decide  to  get  together 
and  provide  their  own  insurance  for  their  farm  buildings  and  against 
having  their  crops  hailed  out,  by  assessing  their  members  each  year 
enough  to  cover  the  losses  that  have  occurred  in  the  county  that  year. 
Should  you  join  or  should  you  stick  to  the  commercial  insurance  com- 
pany? Why? 

3.  Make  a list  of  risks  which  you  know  are  being  insured  against  by 
individuals  or  firms  in  your  community. 

4.  Taking  it  as  a whole,  how  important  a part  of  our  economic  ma- 
chinery do  you  feel  insurance  to  be?  That  is,  if  there  were  no  such  thing 
as  insurance  tomorrow,  how  much  difference  would  it  make?  What  spe- 
cific effects  can  you  describe? 
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ments,  universities,  or  state  fair 
boards  protects  them  against  low- 
ered gate  receipts  because  of  bad 
weather. 

Life  insurance  can,  of  course,  be 
taken  to  protect  dependents  against 
financial  loss  involved  in  the  death 
of  the  breadwinner;  health  and  ac- 
cident insurance  can  be  used  to  com- 
pensate for  loss  of  time  and  expense 
resulting  from  illness  or  injury.  Au- 
tomobile liability  insurance  may  be 
taken  to  protect  the  insured  from 
paying  damages  in  case  of  an  acci- 


dent. In  short,  insurance  may  be 
purchased  to  protect  against  any  pos- 
sible loss  if  the  probability  of  its 
occurring  can  be  calculated. 

Of  course,  no  one  person  is  con- 
cerned with  all  types  of  risks.  Nor, 
in  the  main,  can  each  of  us  afford  to 
buy  insurance  against  every  risk  that 
might  affect  him.  Most  of  us  simply 
must  take  a chance  on  a good  many 
improbable  dangers.  Wise  insurance 
buying  depends  upon  careful  selec- 
tion to  get  the  protections  we  most 
need  for  the  money  we  have  to  spend. 


PART  II 


YOUR  GOVERNMENT  AND  SECURITY 

PREVIEW 

As  we  noted  at  the  beginning,  there  are  two  general  kinds  of 
insurance : 

1.  Private  insurance — the  kind  we  select  ourselves  and 
buy  through  insurance  companies.  The  bulk  of  this 
booklet,  beginning  at  Part  III,  will  deal  with  this 
kind. 

2.  Social  insurance— the  kind  that  operates  through 
government  and  that  is  obligatory  for  those  who 
come  under  its  provisions.  This  will  be  the  subject 
of  Part  II. 

The  objectives  of  social  insurance  and  of  private  insurance 
protection  are  somewhat  different.  The  former,  in  the  limited 
fields  and  for  those  groups  to  which  it  applies,  is  intended  to  pro- 
vide the  minimum  standard  desirable  in  the  interest  of  society  as 
a whole ; whereas  private  insurance  seeks  to  make  available  to  all 
people  the  maximum  benefits  that  each  individual  may  aspire  to 
attain  for  himself  or  his  family  or  his  business.  In  other  words, 
social  insurance  acts  as  a floor  or  base  of  protection,  on  which  to 
build  a more  adequate  program  of  personal  protection  through 
individual  insurance. 

Each  individual’s  social  insurance  and  his  private  insurance 
should  be  carefully  co-ordinated  for  maximum  effectiveness.  For 
instance,  if  you  work  in  an  occupation  in  which  workmen’s  com- 
pensation laws  make  provision  against  on-the-job  accidents,  your 
need  for  private  accident  insurance  will  be  different  from  that  of 
the  farmer,  who  is  not  now  thus  protected.  Or  if  you  want  to  pro- 
vide for  an  income  of  $100  a month  after  you  are  65,  it  makes 
considerable  difference  whether  you  are  likely  to  receive  $25,  $50, 
or  $85  a month  from  social  security  payments. 

Part  II  includes  the  following  chapters: 

Chapter  3.  Social  Insurance : What  It  Is  and  Why  We  Need  It 

Chapter  4.  Social  Insurance  Programs  in  Action 


Chapter  3 

SOCIAL  INSURANCE: 

WHAT  IT  IS  AND  WHY  WE  NEED  IT 

“The  essence  of  social  insurance 
is  bringing  the  magic  of  averages 
to  the  rescue  of  the  millions ” 

— Winston  Churchill 


Do  you  have  an  insurance  account 
with  your  government — an  account 
identified  by  the  number  on  the 
social  security  card  which  was  per- 
haps issued  to  you  on  your  summer 
job?  If  so,  it  is  the  number  you  will 
carry  with  you  through  life,  no  mat- 
ter how  often  you  change  jobs,  for 
it  is  the  number  of  your  account 
with  the  federal  government.  A gov- 
ernment agency  known  as  the  Social 
Security  Board  keeps  track  of  your 
account  and  that  of  every  other  per- 
son in  the  United  States  who  works 
at  a job  covered  by  social  security. 
Up  to  1946  about  seventy-seven  mil- 
lion cards  had  been  issued. 

THE  MEANING  OF 

SOCIAL  INSURANCE 

Social  insurance,  like  the  automo- 
bile, the  vacuum  cleaner,  and  the 
radio,  belongs  to  the  modern  world. 
Your  great  grandfather — or  even 
your  grandfather,  in  his  youth — 
didn’t  know  what  it  was;  probably 
he  would  have  been  surprised  if 
someone  had  told  him  he  needed  it 
and  that  he  might  be  compelled  to 
contribute  to  it  whether  he  believed 
he  needed  it  or  not.  But  times  change 
and  needs  change  with  them.  The 
new  feeling  of  need  among  various 
nations  of  the  world  is  indicated  by 
the  number  of  laws  which  have  been 


passed  about  social  security.  One 
count  shows  that  from  1880  to  the 
end  of  the  century  there  were  21. 
From  1900  to  1920  there  were  70. 
And  from  1920  to  1942  there  were 
161. 

In  general  the  laws  came  first  in 
the  industrial  nations  of  Western 
Europe  and  some  of  the  British  Do- 
minions. Somewhat  later  America 
also  decided  that  social  insurance  is 
a necessity  and  crystallized  its  feeling 
in  a number  of  laws,  especially  the 
Federal  Social  Security  Act,  which 
was  passed  in  1935. 

Of  course,  the  social  security  pro- 
grams of  the  several  nations  differ 
greatly.  But  in  general,  social  se- 
curity provisions  follow  these  lines: 

1.  Certain  kinds  of  insurance  are 
made  compulsory  for  all  members 
of  certain  groups,  such  as  all  in- 
dustrial workers. 

2.  Usually  some  part  of  the  cost  of 
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this  insurance  is  met  by  with- 
holding a small  percentage  of  the 
worker’s  pay.  This  contribution 
is  turned  over  to  the  government 
by  the  employers,  and  is  used  to 
build  up  a fund  for  the  payment 
of  benefits. 

3.  This  fund  is  usually  increased  by 
additional  contributions  either 
from  the  employer  or  from  public 
funds,  or  from  both.  (There  must 
be  some  contribution  toward  it 
from  other  than  the  public  treas- 
ury— either  from  the  insured  per- 
son or  from  his  employer — if  it  is 
to  be  called  insurance.  If  given 
wholly  by  the  state  it  is  a pension 
or  a dole.) 

4.  When  the  conditions  occur  under 
which  payment  is  to  be  made,  the 
payment  goes  directly  from  the 
government  agency  to  the  insured 
person. 

5.  The  payment  made  to  the  insured 
person  or  his  family  constitutes  a 
basic  minimum  of  protection  at 
subsistence  levels,  in  addition  to 
which  the  individual  may, 
through  his  own  initiative,  build 
a more  adequate  plan. 

Why,  in  the  past  half  century,  has 
there  been  such  mounting  interest 
in  social  insurance?  Why,  when  we 
had  already  developed  private  in- 
surance companies  of  great  size  and 
variety,  didn’t  we  continue  to  de- 
pend upon  them  alone? 

To  answer  these  questions  com- 
pletely you  would  need  to  be  a keen 
student  of  modern  history,  econom- 
ics, and  political  philosophy.  And 
you  would  have  to  take  many  factors 
into  account.  For  instance,  our  old 


conception  of  the  proper  role  of  gov- 
ernment in  its  relation  to  economic 
affairs  has  been  shifting.  We  expect 
far  more  of  our  government  than  we 
used  to  in  securing  public  welfare 
in  concrete  terms.  Also  people  in 
general  have  become  much  more 
concerned  than  they  once  were  about 
their  fellowmen;  the  idea  of  social 
security  has  been  growing  upon  us, 
probably  because  we  have  begun  to 
see  how  interdependent  we  all  are  in 
modern  civilization.  As  a British  of- 
ficial said  some  years  ago: 

To  advance  the  prosperity  of  the 
nation  as  a whole,  and  to  conserve  its 
vital  forces,  it  is  better  that  a misfor- 
tune falling  on  an  individual  should  be 
distributed  and  borne  lightly  by  the 
whole  community,  rather  than  that  the 
individual  should  be  crushed  by  the 
weight  of  his  own  misfortune. 

Behind  the  passage  of  many  laws 
and  back  of  social  insurance  in  the 
various  countries  there  seems  to  be 
a common  desire  to  arrange  things 
so  that  every  individual  shall  have 
a reasonable  financial  security  in 
times  of  misfortune  and  in  his  old 
age.  The  main  factors  impelling  this 
quest  for  security  through  social  ac- 
tion seem  to  be  something  like  these: 

Modern  life  has  increased  the 
sense  of  insecurity.  Insecurity  itself 
is  no  new  problem;  people  have  faced 
risks  down  through  the  ages.  But 
perhaps  the  modern  worker,  moving 
from  place  to  place,  living  in  rented 
quarters  from  which  he  can  be 
evicted,  dependent  on  money  in- 
come from  a job  which  he  may  lose, 
feels  his  insecurity — and  his  rootless- 
ness— most  strongly.  Economic  soci- 
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ety  has  grown  so  big  and  complex, 
so  many  things  can  happen  to  cut  off 
his  income — things  over  which  he  has 
no  control — that  the  individual  feels, 
and  frequently  is,  helpless. 

One  of  the  great  causes  for  the 
modern  feeling  of  insecurity  is  the 
loss  of  a traditional  collective  secur- 
ity which  came  naturally  when  fam- 
ilies were  large  and  mostly  stayed 
close  together.  If  one  member  got 
in  a bad  spot,  the  others  could  pull 
him  out.  Families,  of  course,  still 
help  one  another;  but  moving  about 
scatters  families  and  breaks  home 
ties;  and  when  help  must  take  the 
form  of  sending  cold  cash,  it  is  often 
harder  to  provide  and  it  is  much  less 
certain  to  be  given. 

Loss  of  earning  capacity  is  more 
dangerous  because  we  depend  more 
exclusively  upon  money  income. 
The  modern  city  worker — and  his 
family — depends  almost  entirely  on 
his  pay  envelope.  If  it  stops  coming, 
he  has  no  way  to  provide  even  the 
food  his  family  needs.  He  has  no  way 
of  supplementing  his  cash  income  by 
fishing,  hunting,  or  growing  his  own 
food.  Children,  old  people,  the  par- 
tially disabled,  or  the  unemployed 
cannot  earn  in  the  modern  city  as 
large  a portion  of  their  expenses  as 
they  could  in  the  country.  Country 
people  depended — and  still  to  a large 
degree  depend  on  non-money  in- 
come for  which  the  family  breadwin- 
ner was  not  himself  entirely  respon- 
sible. Furthermore,  in  the  country 
even  the  money  income  could  often 
be  kept  going  although  the  head  of 
the  house  was  disabled,  because  most 
members  of  the  family  were  familiar 


with  the  job  of  running  the  farm.  If 
your  grandfather  worked  a farm  and 
was  kicked  by  old  Nan  the  cow,  your 
dad  and  your  uncles  and  aunts  could 
carry  on  the  farm  work.  But  in  city 
life  it  is  a rare  event  when  a wife  or 
a son  can  take  over  the  father’s  work. 
If  the  father  gets  hurt,  the  family  in- 
come stops,  unless  he  is  protected 
by  some  form  of  insurance  which  in 
effect  gives  him  an  income. 

The  more  people  depend  on 
money  income,  the  more  provisions 
for  emergencies  must  take  the  form 
of  financial  provisions. 

Comfort  in  old  age  depends  in- 
creasingly upon  accumulated  money. 
When  you’re  young  you  need  money 
for  all  sorts  of  things.  Your  good 
clothes,  your  Saturday  movie,  your 
haircuts,  your  schoolbooks  are  all  ob- 
tained because  you  have  at  the  right 
time  the  proper  amount  of  money 
to  hand  over  for  them.  When  you’re 
old  the  same  thing  will  be  true.  You 
will  have  to  have  money  to  satisfy 
not  only  your  desires  but  also  your 
everyday,  unavoidable  needs.  And 
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you  may  find  out  that  you  are  con- 
sidered old  before  you  are  actually 
doddering,  too.  Modern  industry  re- 
quires speed,  skill,  dexterity — quick 
hands  and  eyes — and  younger  work- 
ers are  preferred.  Older  people  are 
shelved  in  favor  of  those  with  more 
staying  power.  But,  as  we  have  al- 
ready shown,  you  are  much  more 
likely  to  live  to  a ripe  old  age  today 
than  people  were  at  any  other  time 
in  history.  Who  is  going  to  provide 
for  that  long  span  in  your  life  after 
your  retirement? 

Generally  speaking,  the  wages  of 
unskilled  and  semi-skilled  workers 
have  not  been  sufficient  to  meet  their 
current  needs  and  still  accumulate 
enough  savings  to  provide  adequate- 
ly for  old  age.  The  truth  of  this  state- 
ment is  brought  home  by  a study 
made  in  1935  by  the  President’s 
Committee  on  Economic  Security. 
It  showed  that  in  the  aggregate 
approximately  5,750,000  families, 
whose  income  was  $1,000  a year  or 
less,  had  no  savings. 

Perhaps  one  could  argue  that  even 
at  their  low  income  level  these  fam- 
ilies could  have  put  aside  some  sav- 
ings by  more  self-denial.  But  one 
can’t  put  much  money  in  the  bank 
when  he  is  having  a hard  enough 
time  to  pay  the  butcher,  the  baker, 
and  the  grocer.  Obviously,  even  skill- 
ful management  would  not  have  as- 
sured these  folks  adequate  funds  for 
old  age.  If,  then,  these  people  cannot 
wholly  provide  for  their  own  security 
and,  if  we  choose  to  insist  that  all  old 
people  shall  have  a minimum  in- 
come after  they  are  forced  to  quit 
work,  it  is  apparent  that  some  help- 
ing hand  must  be  given. 


Social  insurance,  in  helping  the 
individual,  helps  to  assure  industry 
a steadier  market.  Much  of  the  na- 
tion’s buying  power  is  in  the  hands 
of  low-income  and  middle-income 
workers.  If  they  are  not  secure,  it 
tends  to  cause  insecurity  in  business 
too.  Likewise,  insecurity  in  business 
threatens  the  security  of  the  workers. 
If  both  can  be  made  more  secure,  a 
steadier  market  with  less  violent 
business  cycles  of  boom  and  depres- 
sion may  result. 

The  nation  can  afford  more  than 
it  formerly  could.  It  may  well  be 
that  the  greatest  stimulus  of  all  to 
the  adoption  of  social  security  meas- 
ures has  simply  been  the  feeling  that 
we  can  afford  them.  Many  of  the 
risks  we  face  today  are  old  in  the  ex- 
perience of  the  race;  but  in  the  days 
when  production  and  wealth  were 
small,  little  could  be  done  about 
them.  People  just  had  to  get  along 
as  well  as  they  could.  Now,  however, 
we  know  that  we  have  a powerful, 
wealthy  economy;  that  we  don’t  have 
to  put  up  with  misery  and  poverty- 
stricken  living  if  we  don’t  want  to. 
Therefore,  we  feel  an  urge  to  do  an 
extra  something  about  bad  condi- 
tions. And  if  there  are  desirable 
standards  of  living  which  individ- 
uals cannot  achieve  for  themselves, 
we  are  more  willing  to  use  social 
means  to  achieve  them. 

At  any  rate — whatever  the  rea- 
sons— America  has  chosen  to  adopt  a 
broad  program  of  social  insurance, 
and  there  is  pressure  for  its  further 
expansion.  Now  let  us  see  what  this 
program  is,  how  it  operates,  and  how 
it  affects  each  of  us. 
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PRESENT  PROGRAMS  OF 
SOCIAL  INSURANCE 

The  most  important  parts  of  our 
social  insurance  program  concern : 

1.  Accidents,  illness,  disability. 


2.  Unemployment. 

3.  Old  age  and  survivors. 


We  shall  devote  a short  section  to 
each  of  these. 


QUESTIONS  AND  PROBLEMS 

1.  Write  a brief  definition  of  social  insurance. 

2.  Social  insurance  became  popular  in  Western  Europe  late  in  the 
last  century,  in  America  during  the  thirties.  List  reasons  why  it  did 
not  come  in  earlier,  and  why  it  did  come  when  it  did. 

3.  Social  insurance  has  been  adopted  mainly  in  industrialized  nations; 
it  has  had  less  use  in  predominantly  agricultural  or  economically  back- 
ward countries.  What  reasons  can  you  give  for  this? 

4.  Is  social  insurance  a form  of  charity?  Why  do  you  answer  as  you 
do?  How  should  you  distinguish  between  social  insurance  and  public 
assistance? 


Chapter  4 


SOCIAL  INSURANCE  PROGRAMS  IN  ACTION 
Rather  than  a single  social  security  to  establish  the  fact  and  to  secure  a 


program,  our  federal  government 
and  the  states  really  have  a number 
of  separate  programs.  Let’s  take  a 
quick  glance  at  each  of  the  chief 
programs. 

THE  WORKMEN’S 
COMPENSATION  PROGRAM 

Have  you  ever  seen  pictures  of  the 
interiors  of  early  factories?  If  you 
have,  you  probably  noted  with  some 
surprise  the  obvious  danger  of  work- 
! ing  near  such  crude  machinery. 

| Gears,  chains,  belts,  and  other  mov- 
ing parts  were  in  the  open,  ready  to 
catch  the  unwary  worker.  Women 
with  long  hair  and  billowing  cloth- 
I ing  leaned  over  whirling  machinery, 
i Children  too  young  to  know  how  to 
be  properly  careful  worked  among 
open  gears  and  pulleys.  Is  it  any 
! wonder  that  there  were  many  ac- 
cidents? Yet  in  those  days  of  danger 
; to  the  worker,  any  accident  was  con- 
' sidered  a normal  part  of  the  worker’s 
; risk.  It  was  part  of  the  price  he  paid 
for  his  position  in  the  new  factory 
world.  If  one  was  a weaver,  the  argu- 
ment went,  then  he  had  to  expect  to 
run  the  risks  of  a weaver. 

' So  long  as  the  employer  took 
normal  safeguards — which  meant 
ivery  little — to  protect  the  employee, 
it  was  felt  that  he  had  done  his  duty. 
Only  if  it  could  be  proved  that  the 
employer  had  caused  an  accident  by 
his  own  negligence  could  he  legally 
be  held  to  account  for  it.  Even  then, 
it  often  took  long  and  costly  lawsuits 


financial  payment  for  the  injured 
worker. 

However,  of  course,  many  employ- 
ers made  generous  provisions  for 
their  employees,  even  though  not 
required  to  do  so  by  law.  The  dif- 
ficulties did  not  arise  because  em- 
ployers were  heartless,  but  because 
men  had  not  worked  with  machinery 
long  enough  to  be  clever  in  devel- 
oping safety  devices,  etc.  Likewise, 
they  had  not  worked  under  indus- 
trial conditions  long  enough  to  have 
developed  a philosophy  about  how 
employer-employee  relations  should 
be  handled.  New  conditions  always 
raise  new  problems,  and  it  takes  time 
to  solve  them. 

By  now  we  have  had  time  to  de- 
velop thousands  of  safety  measures 
which  have  reduced  accident  rates 
tremendously.  And  we  have  evolved 
a different  philosophy  about  on-the- 
job  accidents.  We  have  come  to  be- 
lieve that  it  is  sounder  to  consider 
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the  financial  cost  of  such  accidents 
a normal  risk  of  the  employer , and 
so  we  have  passed  laws  placing  the 
responsibility  of  industrial  accidents 
squarely  on  the  shoulders  of  the  em- 
ployers. This  does  not  mean  that 
the  employers  are  in  any  way  guilty 
of  causing  the  accidents — actually, 
through  new  safety  measures,  they 
are  constantly  reducing  the  risks  of 
their  workers — but  simply  that  they 
must  make  provision  for  the  finan- 
cial cost  of  such  accidents  as  a nor- 
mal part  of  doing  business.  Just  as  a 
factory  owner  expects  to  bear  the 
cost  of  broken-down  machinery,  so 
now  he  must  expect  to  foot  the  bill 
for  the  accidents — and  in  some  cases 
the  illnesses — caused  to  people  work- 
ing in  his  establishment. 

The  laws  which  guarantee  protec- 
tion to  workers  in  case  of  accident 
connected  with  work  are  known  as 
Workmen’s  Compensation  Laws. 
These  are  state  laws,  and  by  1945 
every  state  except  Mississippi  had 
one.  The  laws  are  revised  and 
amended  from  time  to  time.  In  gen- 
eral they  provide  cash  compensation 
and  medical  care  for  workers  suffer- 
ing injuries  arising  out  of  their  work, 


and  in  some  cases  they  provide  these 
things  also  for  workers  suffering  oc- 
cupational diseases  (diseases  caused 
by  their  work).  The  amount  of  com- 
pensation is  determined  by  a state 
commission,  according  to  a set  scale 
of  payments,  so  that  it  is  not  neces- 
sary for  the  worker  to  sue  in  courts 
for  payment. 

There  are  naturally  great  varia- 
tions among  state  provisions.  Some 
cover  both  accidents  and  occupa- 
tional illnesses,  while  others  cover 
accidents  only.  None  of  them  covers 
all  types  of  employment,  but  some 
states  include  many  more  types  than 
others.  Such  a program  is  easier  to 
apply,  of  course,  in  factories  and 
large-scale  businesses  where  employ- 
ment practices  are  highly  organized, 
than  it  is  to  agriculture  or  to  work 
in  the  home.  (In  1945  it  was  esti- 
mated that  about  50  per  cent  of  the 
approximately  50,000,000  gainfully 
employed  persons  in  the  United 
States  were  covered.)  Some  states 
make  payments  virtually  automatic, 
but  others  have  more  complicated 
procedure  delaying  payment.  A fine 
line  has  to  be  drawn  between  making 
it  hard  for  the  injured  worker  or 
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easy  for  the  fake  claim  racketeer  to 
collect.  In  every  case,  the  insurance 
is  compulsory  in  all  occupations 
which  are  covered  by  it.  And  in  all 
cases  the  employer  must  pay  the  bills. 
There  is  no  contribution  by  the  em- 
ployee. The  employer  meets  this  risk 
by  carrying  for  his  workers  insurance 
with  a casualty  insurance  company. 
No  public  funds  are  expended  ex- 
cept for  administrative  costs;  the 
laws  merely  make  payments  by  the 
employers  compulsory. 

IMPROVEMENTS  NEEDED  IN  THE 
PRESENT  LAWS 

No  one  thinks  that  present  work- 
men’s compensation  laws  and  pro- 
cedures are  perfect.  Here  are  some 
! of  the  complaints  which  have  been 
voiced  about  them.  Some  states  make 
collection  of  compensation  by  the  in- 
! jured  worker  difficult;  perhaps,  say 
] critics,  the  compensation  should  be 
virtually  automatic.  The  laws  limit 
total  compensation  for  each  type  of 
I accident  to  an  arbitrary  sum,  which 
! does  not  always  do  justice  to  the  in- 
dividual case ; perhaps  there  should 
1 be  more  flexibility.  In  some  cases  the 
benefits  are  so  low  that  injured  work- 
i ers  would  starve  if  they  had  no  re- 
! sources  or  help  except  the  weekly 
! compensation  payments;  perhaps 
benefits  should  be  more  substantial, 
i Compensation  does  not  start  from 
the  days  of  the  injury,  so  there  is 
always  a waiting  period  of  one  or 
two  weeks  during  which  no  pay- 
ments are  made.  Since  this  is  ordinar- 
ily a time  when  a man  particularly 
I needs  money,  perhaps  compensation 
should  start  immediately.  However, 
in  many  states  there  is  a retroactive 


provision  providing  for  payment 
from  the  first  day,  if  disability  ex- 
ceeds a specified  period.  Compensa- 
tion for  occupational  diseases  is  com- 
monly omitted;  perhaps  these  should 
be  considered  the  employer’s  respon- 
sibility just  as  accidents  are. 

On  the  other  hand,  it  must  be 
recognized  that  in  dealing  with  a 
mass  problem  consideration  of  cir- 
cumstances in  each  individual  case 
is  virtually  impossible.  Then,  too, 
if  compensation  payment  started 
from  the  first  day  of  the  injury, 
there  would  always  be  those  who 
would  feign  or  even  invite  slight  in- 
juries to  obtain  a holiday  with  pay. 
Likewise  if  compensation  payments 
provided  were  nearly  equal  to  the 
claimant’s  wages,  the  tendency  to- 
ward malingering  might  increase  to 
the  point  that  the  cost  of  compensa- 
tion insurance  would  become  pro- 
hibitive. 

* * * 

Your  Workmen’s  Compensation 
Laws  k 

Since  compulsory  payment  for  on- 
the-job  accidents  and  for  occupational 
diseases  falls  under  a state-operated 
program,  you  can  study  it  in  detail  only 
by  referring  to  your  state’s  law  and  its 
administration.  Some  of  the  details  you 
will  want  to  know  are  shown  below; 
there  may  be  an  employer,  a labor 
union  official,  or  a representative  of  a 
casualty  insurance  company  in  your 
community  who  can  inform  you,  or  you 
may  wish  to  write  to  the  state  official 
in  charge. 

1.  Which  classes  of  workers  are  cov- 
ered by  the  program?  Which  are  not? 
Why  are  some  not  covered? 

2.  What  payments  are  provided?  If 
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a worker  breaks  a leg,  loses  a finger,  or 
is  blinded  in  one  eye  while  at  work, 
what  compensation  will  he  receive? 

3.  How  does  the  plan  operate?  That 
is,  what  steps  does  an  injured  worker 
need  to  take  to  get  his  compensation? 
Are  these  steps  reasonably  easy,  even 
for  a relatively  uneducated  man  who 
is  not  very  aggressive? 

4.  Does  the  plan  cover  occupational 
diseases?  Are  there  any  occupations  in 
your  state  in  which  occupational  dis- 
eases are  common? 

* * * 

UNEMPLOYMENT 

COMPENSATION 

Unemployment — and  the  fear  of 
it — haunts  the  modern  industrial 
world.  A certain  amount  of  it  seems 
to  be  inevitable,  as  workers  shift 
from  job  to  job,  as  factories  close 
temporarily  to  retool,  as  farm  work 
goes  into  its  off  season.  This  so-called 
normal  unemployment  is  estimated 
to  affect  nearly  a million  persons. 
But  this  incidental  unemployment, 
while  it  presents  difficulties  to  indi- 
viduals, does  not  constitute  an  acute 
social  problem.  Infinitely  more  seri- 
ous is  the  long-term,  mass  unemploy- 
ment that  comes  during  depressions. 
This  not  only  cuts  off  the  income  of 
the  workers  who  are  laid  off  but  con- 
sequently reduces  the  nation’s  pur- 
chasing power.  When  large  numbers 
of  people  lose  their  jobs,  they  cannot 
buy  goods.  As  a result  sales  fall  off, 
and  still  more  workers  lose  their 
jobs.  Thus  each  lay-off  forces  an- 
other lay-off.  And  so  the  business 
world  proceeds  to  stagnation. 

Up  to  1935  American  attempts  to 
solve  this  problem  were  through  pri- 
vate initiative.  Workers  tried  to  ac- 


cumulate enough  savings  to  tide 
themselves  over;  some  unions  built 
reserves  and  paid  benefits  to  unem- 
ployed members;  some  companies 
built  similar  funds  for  their  employ- 
ees; in  some  cases  company  aid  and 
union  aid  were  combined.  But  al- 
together these  plans  affected  only  a 
small  proportion  of  the  workers.  And 
the  staggering  unemployment  of  the 
1930’s  overburdened  even  the  best 
of  existing  programs.  Large  scale  re- 
lief was  needed.  It  became  clear  that 
we  needed  a thorough  overhauling 
of  the  plans  to  meet  unemployment. 

As  a result  of  agitation  for  social 
action,  the  1935  Social  Security  Act 
included  provisions  for  unemploy- 
ment compensation.  The  program  is 
chiefly  a state  matter,  but  operates 
on  a joint  federal-state  basis. 

HOW  UNEMPLOYMENT 
COMPENSATION  OPERATES 

The  federal  Social  Security  Act 
lays  down  a basic  plan  for  the  state 
programs.  No  state  is  forced  to  com- 
ply, but  only  those  states  which  do 
so  share  in  the  federal  plan.  If  a 
state’s  basic  plan  is  approved,  the 
federal  government  pays  the  cost  of 
operating  its  program — that  is,  the 
administrative  costs.  This  is  now 
true  in  all  forty-eight  states,  the 
District  of  Columbia,  Alaska,  and 
Hawaii.  The  money  for  this  is  sup- 
plied by  a federal  payroll  tax,  levied 
on  employers  in  private  industry  and 
business  who  have  eight  or  more  em- 
ployees during  twenty  weeks  of  the 
year. 

Each  state,  according  to  its  own 
law,  collects  payments  from  each  em- 
ployer who  has  workers  who  are 
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covered  by  the  state  plan.  These  pay- 
ments build  up  a reserve  fund  for 
times  of  unemployment. 

The  state’s  reserve  fund  is  in  turn 
deposited  in  a huge  trust  fund  with 
the  federal  government,  credited  to 
the  state,  and  bearing  interest.  The 
state  may  draw  upon  its  funds  at  any 
time  to  pay  unemployed  workers. 
Essentially,  then,  the  process  is  one 
of  building  up  reserves  when  people 
are  employed,  and  paying  benefits 
when  they  are  out  of  work. 

In  addition,  some  1,500  public  em- 
ployment offices  are  maintained  in 
strategic  spots  around  the  country. 
These  are  designed  to  decrease  the 
amount  of  unemployment  by  bring- 
ing workers  and  jobs  together  as 
quickly  as  possible.  Workers  who 
need  jobs  and  employers  who  need 
men  both  register  their  wants  at 
these  offices,  which  serve  as  a sort  of 
clearing  house. 

Who  Benefits  by  Unemployment 
Compensation?  By  no  means  every 
worker  in  the  country  is  protected 
by  unemployment  provisions.  In 
June,  1944,  forty-three  million  wage 
earners  had  wage  credits  under  state 
unemployment  compensation  pro- 
grams. But  seven  major  groups  re- 
mained outside  the  programs:  agri- 
cultural workers,  domestic  servants, 
federal,  state,  and  local  government 
employees,  maritime  workers,  em- 
ployees of  nonprofit  organizations, 
the  self-employed,  and  employees  of 
firms  excluded  because  of  their 
small  size.  Furthermore,  the  pro- 
grams do  not  cover  those  who  have 
never  been  employed — those  perhaps 
who  have  been  looking  for  their  first 
job  and  have  not  yet  been  able  to 


find  it,  as  may  be  the  case  with  young 
people  who  hit  the  business  world 
during  a large-scale  depression. 

How  You  Qualify  for  Benefits. 
There  is  no  age  qualification  for  un- 
employment compensation.  If  you 
qualify  under  the  provisions  of  your 
state  law  you  will  receive  unemploy- 
ment payments  when  you  are  out  of 
work  and  have  registered  at  a public 
employment  office.  In  general,  to 
comply  with  state  laws: 

1.  You  must  have  been  working  on 
a job  that  is  covered  by  your  state 
law. 

2.  You  must  have  earned  a certain 
amount  of  pay,  or  must  have 
worked  for  a certain  length  of 
time  on  covered  jobs;  in  other 
words,  a certain  amount  of  wage 
credits  must  have  been  earned 
during  the  year  or  so  before  you 
lost  your  job. 

3.  You  must  be  able  to  work — that 
is,  you  must  not  be  ill  or  incapaci- 
tated for  work. 

4.  You  must  have  registered  for 
work  at  a public  employment  of- 
fice and  must  have  filed  your 
claim  for  benefits. 

5.  You  must  be  available  for  work; 
that  is,  ready  and  willing  to  take 
a job  if  a suitable  one  is  offered 
you. 

You  can  qualify  in  more  than  one 
state  if  you  earn  enough  and  work 
long  enough  in  each  state  to  meet  the 
requirement  of  its  laws.  If  this  hap- 
pens, you  can  draw  the  benefits  to 
which  you  are  entitled  from  one  state 
until  they  are  exhausted.  Then  you 
can  turn  to  another  state  in  which 
you  have  built  up  a reserve  fund  and 
again  draw  upon  the  benefits  to 
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which  you  are  entitled.  However,  in 
any  state  benefits  are  based  on,  and 
limited  by,  your  own  earnings  in  a 
preceding  period.  Furthermore,  your 
funds  do  not  pile  up  indefinitely, 
year  after  year;  nor  can  you  draw  on 
your  accumulated  funds  in  one  state 
if  you  have  not  worked  there  for 
many  years. 

How  You  May  Be  Disqualified  for 
Benefits.  If  you  have  voluntarily  quit 
your  job  without  good  cause,  or  if 
you  were  discharged  for  misconduct 
in  connection  with  your  work,  you 
are  not  entitled  to  draw  benefits. 
Nor  are  you  qualified  for  help  if 
you  refuse  or  fail,  without  good 
cause,  to  apply  for  or  accept  an  offer 
of  suitable  work.  Suitable  work  gen- 
erally means  work  in  your  own  line 
with  your  usual  wages  and  within 
reasonable  distance  of  your  home. 
If  you  are  directly  unemployed  as  a 
result  of  a labor  dispute,  you  may 
not  receive  unemployment  compen- 
sation. 

If  you  feel  you  have  become  dis- 
qualified unjustly,  you  may  file  an 
appeal.  No  fee  is  charged  for  this.  In 
most  states  the  appeal  must  be  filed 
within  five  days  after  you  are  noti- 
fied of  the  decision  on  a claim. 

How  Large  Are  the  Payments? 
There  are  variations  among  the 
states,  both  as  to  the  size  of  the 
weekly  payments  and  as  to  the 
number  of  weeks  payments  are 
continued. 

For  example  if  you  lived  in  the 
District  of  Columbia  the  minimum 
amount  you  could  receive  would  be 
$6  per  week  and  the  maximum  $20. 
The  maximum  number  of  weeks 
compensation  could  be  paid  to  you 


would  be  20  weeks.  Therefore  you 
could  not  receive  over  $400  for  the 
year.  How  does  the  compensation 
paid  in  your  state  compare  with  this? 

CRITICISMS  OF  RECENT  LAWS 

Not  everyone  is  content  with  the 
unemployment  compensation  laws 
as  they  now  stand.  The  chief  argu- 
ments raised  by  critics  of  the  laws, 
and  their  chief  proposals  for  modifi- 
cations, are  as  follows: 

1.  Benefits  are  on  the  whole  too 
low — in  many  cases  less  than  one- 
fourth  of  former  wages. 

2.  The  maximum  period  of  pay- 
ments is  too  short.  Even  in  as 
good  a year  as  1941,  half  of  the 
workers  who  drew  benefits  were 
still  out  of  work  when  their  bene- 
fit rights  were  exhausted. 

3.  There  is  no  additional  allowance 
for  dependents  as  there  is  in  old 
age  and  survivors’  insurance.  If 
the  unemployed  has  a family  the 
small  benefits  are  especially  in- 
adequate. 

4.  Each  state  is  largely  left  to  deal 
with  the  unemployment  within 
its  own  borders.  Often  unemploy- 
ment caused  by  national  or  even 
international  situations  may 
strain  the  budget  of  one  state 
while  others  have  overflowing  un- 
employment funds.  Perhaps  some 
means  should  be  devised  to  equal- 
ize the  burden. 

5.  Not  all  workers  are  covered  by 
unemployment  benefits;  if  it  is 
good  for  some,  perhaps  it  should 
be  extended  to  many  more. 

It  should  be  kept  in  mind  that 
these  criticisms  are  not  shared  by 
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everyone.  Each  of  them  has  been  the 
subject  of  long  discussion  and  de- 
bate. Liberalization  of  the  benefits 
would  necessitate  enlarged  contribu- 
tions toward  building  up  the  reserve 
funds.  And  many  people  would  op- 
pose any  proposal  to  make  the  con- 
tributions heavier. 

* * * 

What  Do  You  Think? 

1.  Study  the  provisions  of  the  unem- 
ployment compensation  program  in 
your  state. 

a.  Whom  does  it  cover? 

b.  How  much  do  they  contribute  to  the 
fund? 

c.  Under  what  circumstances  do  they 
become  eligible  to  receive  benefits? 

d.  What  benefits  are  paid?  For  how 
long? 

e.  Where  is  your  nearest  public  em- 
ployment office?  (The  Post  Office 
will  tell  you.) 

2.  Are  the  weekly  benefits  and  the 
maximum  period  of  payment  satisfac- 
tory? To  increase  them  it  might  be 
necessary  to  increase  the  size  of  the 
reserve  fund.  Where  does  this  money 
come  from?  Could  larger  collections  be 
made  without  harm? 

3.  Is  the  size  of  unemployment  pay- 
ment affected  by  the  number  of  de- 
pendents? 

4.  What  occupational  groups  in 
your  state  are  not  now  covered  by  the 
plan?  What  special  difficulties,  if  any, 
would  there  be  in  including  them? 

5.  Do  you  think  everyone  should 
be  entitled  to  unemployment  benefits? 
Why,  or  why  not? 

* * * 

“OLD  AGE  AND  SURVIVORS’  ” 
INSURANCE  PROGRAM 

Although  you  may  feel  hale  and 


hearty  on  your  sixty-fifth  birthday 
you  will  have  reached  the  age  when 
the  world  begins  to  consider  you  old. 
You’re  about  one-fourth  of  the  way 
to  being  old  now,  if  you  will  accept 
being  classed  as  old  at  sixty-five.  Now 
there’s  nothing  unfortunate  about 
growing  old  in  itself,  but  there  can 
be  much  unhappiness  connected 
with  it.  As  someone  has  said:  “Old 
age  can  be  glorious — or  sheer  disas- 
ter. A living  income  is  often  the  an- 
swer to  which  it  will  be.”  Which  is 
your  old  age  going  to  be — happy  and 
comfortable  independence  or  unhap- 
py reliance  on  private  or  public  sup- 
port? Recent  statistics  are  against 
you.  In  1943  the  Social  Security 
Board  estimated  that  about  half  of 
all  retired  people  sixty-five  or  over 
were  independent.  That  leaves  half 
for  others  to  take  care  of  through 
public  relief,  or  by  lodge,  church,  or 
family  care.  The  chances  of  a per- 
son’s spending  his  declining  years  in 
complete  freedom  from  worries  about 
money  are  not  so  good  as  one  would 
like  to  think. 

All  through  history  the  chief  ad- 
justment to  the  problem  of  old  age 
has  been  that  each  family  took  care 
of  its  own  older  members,  and  this  is 
still  the  most  common  arrangement. 
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Although  this  does  not  work  out 
quite  so  easily  in  modern  small  fam- 
ilies and  under  urban  conditions, 
still  there  is  much  about  it  that  is 
desirable.  Certainly  grown  children 
who  take  care  of  aging  parents  are 
not  doling  out  charity.  However, 
from  the  point  of  view  of  the  old 
person  himself,  it  is  more  desirable 
to  have  the  freedom,  independence, 
and  satisfaction  that  go  with  having 
a cash  income  of  his  own. 

EARLY  TYPES  OF  OLD-AGE  INCOME 
PROVISIONS 

Up  to  1934  two  chief  types  of 
social  protection  existed  for  destitute 
old  people.  These  were  voluntary 
pension  plans  of  private  employers 
and  public  poor  relief — mostly  the 
poor  house. 

Informal  pension  systems  worked 
fairly  well  while  the  number  of  em- 
ployees was  small  and  there  was  a 
close  personal  relationship.  Business- 
men and  factory  owners  could,  for 
instance,  find  light  work  for  workers 
who  had  passed  their  most  vigorous 
age.  But  with  the  growth  of  large, 
impersonal  corporations  it  became 
impossible  to  find  easy  jobs  for  all 
old-timers.  Employers  then  began  to 
devise  more  formal  pension  plans. 
The  railroads  and  connected  com- 
panies were  the  first  to  form  plans 
for  old  age  and  disability  relief.  The 
first  enduring  pension  plan  in  manu- 
facturing was  established  in  1901  as 
a part  of  the  Carnegie  Steel  Com- 
pany. Other  companies  followed  this 
lead,  and  by  1934  approximately  five 
million  employees  were  protected  by 
some  type  of  pension  plan. 

Such  voluntary  pension  plans  were 


not,  however,  entirely  successful. 
Not  all  workers  were  included,  be- 
cause not  all  firms,  especially  smaller 
establishments,  had  such  plans.  The 
average  amounts  of  yearly  pensions 
were  generally  inadequate  for  the 
needs  of  the  old.  Generally  the  work- 
ers were  allowed  little  or  no  voice 
in  the  management  of  the  plans,  and 
the  decision  as  to  who  was  to  get  a 
pension  often  rested  arbitrarily  with 
the  employer.  This,  of  course,  made 
for  insecurity — and  perhaps  nothing 
is  so  important  about  an  old-age  in- 
come plan  as  that  it  must  be  sure. 
In  many  cases,  too,  such  voluntary 
schemes  worked  against  the  interest 
of  older  people,  because  employers 
did  not  want  to  hire  people  nearing 
the  retirement  age  and  thus  place 
added  loads  on  their  retirement 
fund. 

Nevertheless,  these  plans  were  and 
are  of  great  value.  They  reflect  an 
appreciation  of  the  workers’  prob- 
lems and  a real  desire  to  help  solve 
the  problems  conscientiously  on  a 
voluntary  basis.  Furthermore,  some 
of  the  private  plans  have  provided 
greater  benefits  than  any  government 
plan  has  done.  It  is  interesting  to 
note  that  since  social  security  legisla- 
tion has  gone  into  effect  the  number 
of  corporation  pension  plans  has  in- 
creased. Many  industrial  concerns 
have  supplemented  the  social  secur- 
ity plan  by  an  additional  pension  plan 
to  which  both  the  corporation  and 
the  individual  worker  contribute. 

Old  folks  homes,  better  known  in 
many  sections  of  the  country  as 
county  farms,  were  a great  advance 
over  complete  neglect  of  needy  old 
people.  But  they  have  not  been  a 
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desirable  solution  to  the  problem  of 
the  aged  poor.  To  take  advantage 
of  them,  old  people  must  leave 
familiar  surroundings  to  dwell  with 
strangers.  Besides,  they  are  expen- 
sive for  the  public  to  maintain. 

Some  states  have  for  a number  of 
years  paid  their  needy  old  people 
grants  from  funds  gathered  through 
taxation.  All  people  over  a certain 
age  (usually  sixty-five  or  seventy) 
were  eligible  for  such  a grant  pro- 
viding they  could  show  their  need. 
Although  this  system  is  in  general 
preferable  to  maintaining  institu- 
| tions  for  the  aged  poor,  it  still  smacks 
; of  charity  and  in  most  cases  pay- 
ments are  too  small  to  be  adequate. 

OLD  AGE  AND  SURVIVORS*  INSURANCE 

The  1935  Social  Security  Act 
placed  provision  for  old  age  on  an 
insurance  basis  and  assigned  admin- 
istration of  the  program  to  the  fed- 
eral government.  In  1939  amend- 
ments extended  these  provisions  to 
cover  the  insured  person’s  wife  or 
widow  and  dependents.  Contribu- 
tions are  made  in  the  form  of  taxes 
on  payrolls,  employer  and  employee 
sharing  the  burden  equally.  From 
the  fund  thus  accumulated  a month- 
ly income  is  paid  the  workers  in  old 
age.  The  payments  are  not  based  on 
need;  they  are  made  like  any  annu- 
ity payment,  without  any  of  the  stig- 
ma that  attaches  itself  to  relief  or 
charity. 

Each  employer  who  has  workers 
covered  by  the  law  must  report  every 
three  months  all  wages  he  has  paid 
to  each  individual  worker,  up  to 
$3,000  a year.  Along  with  the  report 
he  sends  to  the  Bureau  of  Internal 


Revenue  the  proper  tax.  At  current 
rates  (which  are  subject  to  change 
by  Congress)  this  amounts  to  2 per 
cent  of  each  employee’s  wages  up  to 
$3,000  a year.  Half  of  this  is  with- 
held from  the  employee’s  wages;  the 
other  half  is  contributed  by  the  em- 
ployer. 

If  as  a worker,  you  are  covered  by 
this  plan,  your  employer  sends  in  a 
report  in  which  he  will  list  your 
name  and  social  security  number. 
The  Bureau  of  Internal  Revenue 
will  make  the  necessary  entries  for 
the  Treasury  Department  and  then 
will  send  on  the  report  to  the  Social 
Security  Board  where  you  will  be 
credited  for  every  dollar  of  wages 
paid  to  you  from  which  deductions 
were  made.  The  money  thus  col- 
lected four  times  a year  goes  into  an 
old  age  and  survivors’  insurance 
trust  fund. 

This  section  of  the  Social  Security 
Act  applies  primarily  to  employees 
in  private  business  and  industry — 
though,  of  course,  its  coverage  may 
be  changed  by  law.  The  program  as 
it  now  stands  leaves  out  millions  of 
men  and  women  working  on  Main 
Street  and  on  the  farms  and  in  the 
homes  of  our  nation. 

How  Much  Does  a Worker  Get 
When  He  Retires?  The  first  objec- 
tive of  the  old-age  program  is  to  pro- 
vide a retirement  income  for  the 
worker  himself.  A worker  becomes 
eligible  for  such  income  at  the  age  of 
sixty-five,  if  he  is  earning  less  than 
$15  a month  at  a job  covered  by  the 
insurance.  (He  remains  eligible  for 
payments  if  he  is  working  at  jobs — 
such  as  teaching  and  farming — which 
are  not  covered  by  the  insurance.) 
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AVERAGE  MONTHLY  WAGES  FROM  AGES  21  TO  65,  INCLUSIVE 


The  size  of  the  worker’s  retire- 
ment income  depends  on  what  his 
average  monthly  wage  was  and  the 
number  of  years  he  spent  in  covered 
employment.  Under  the  present  law 
this  income  will  never  be  less  than 
$10  a month  nor  more  than  $85  a 
month,  including  family  benefits. 
Now  these  figures  apply  only  to  a 
worker  who  was  fully  insured.  To 
be  fully  insured  at  the  time  of  retire- 
ment at  age  65,  a worker  must  have 
been  employed  in  covered  work  at 
least  half  the  period  since  January  1, 
1937,  when  the  program  began,  or 
half  the  period  since  he  became  21, 
if  that  was  at  a later  date,  or  forty 
quarters  (ten  years)  whichever  is 
less.  If  a worker  was  only  currently 
insured,  he  himself  receives  no  retire- 
ment income  although  benefits  are 
paid  to  his  widow  and  minor  chil- 


dren. To  be  currently  insured  re- 
quires only  that  a worker  shall  have 
been  employed  at  least  half  of  the 
preceding  three  years  in  a covered 
job. 

Let  us  take  an  imaginary  example 
to  see  how  much  money  a given 
worker  would  receive  if  he  retires 
under  the  law  as  it  now  stands.  Let 
us  now  consult  the  table  on  page  3 1 . 
That  sum  of  $54.23  is  known  in 
technical  language  as  the  “primary 
insurance  benefit  or  retirement 
benefit.” 

In  addition  to  this  basic  payment 
to  the  wage  earner  himself,  there 
are  other  benefits.  The  retiring 
worker’s  wife  gets  a monthly  check, 
too,  amounting  to  half  of  her  hus- 
band’s primary  insurance  benefit, 
from  the  time  when  she  is  sixty-five, 
providing  she  was  married  before 
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Joe  Smith,  21,  starts  out  at  $100  a month  and  earns  that  for  2 years — 


a total  of $ 2,400 

Then  he  earns  $125  a month  for  3 years — total 4,500 

He  now  jumps  to  $200  and  gets  that  for  10  years — total  . . . 24,000 

At  age  35  he  starts  getting  $250  a month  and  continues  in  that  salary 

bracket  for  30  years — total . . 90,000 


Total  earnings $120,900 

(divided  by) 

Total  number  of  months  worked 540 

(equals) 

[Approximate  average  monthly  wage — 45  years  ....  $224 

Now  to  find  out  the  monthly  insurance  payment  take  40  per  cent  of 

first  $50  of  average  monthly  wage $ 20.00 

On  balance  of  average  monthly  wage,  figure  10  per  cent  or  . . 17.40 


$37.40 

But,  the  worker  gets  1 per  cent  additional  for  each  year  in  which  he 
was  paid  $200  or  more  for  covered  employment,  so  1 per  cent  of 
$37.50  x 45  16.83 


Total  monthly  insurance  payment $ 54.23 


January  1,  1939,  or  before  her  hus- 
band was  sixty,  if  that  date  was  later. 
Jf  there  are  any  minor  children,  the 
date  of  the  marriage  is  immaterial. 
The  retiring  worker’s  children  will 
each  receive  monthly  benefit  checks, 
also  amounting  to  half  their  father’s 
primary  insurance  benefit,  until  they 
are  sixteen,  or  eighteen  if  they  are 
still  in  school.  However,  as  stated  be- 
fore, the  maximum  monthly  benefit 
for  any  family  cannot  exceed  $85. 

What  Do  Survivors  Get?  A second 
objective  of  the  program  we  have 
inder  consideration  is  the  protec- 
tion of  the  wage-earner’s  dependents 
jn  case  of  his  death.  The  payments 
to  dependents,  like  retirement  in- 
pome, vary  according  to  whether  the 
yorker  was  fully  or  currently 
nsured. 


If  a fully  insured  married  man 
with  young  children  dies,  each  child 
will  receive  monthly  payments  equal 
to  50  per  cent  of  his  father’s  primary 
insurance  benefit  until  he  is  sixteen, 
or  eighteen  if  still  in  school.  The 
mother  will  also  receive  payments 
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equal  to  75  per  cent  of  the  father’s 
earned  benefits  so  long  as  she  has 
children  under  eighteen  in  her  care. 
When  all  her  children  are  over  eight- 
een, her  payments  will  stop  until  she 
herself  reaches  the  age  of  sixty-five, 
when,  if  she  has  not  remarried,  her 
payments  will  again  start. 

If  a fully  insured  married  man 
with  no  children  dies,  his  widow 
receives  a lump  sum  payment;  then 
at  the  age  of  sixty-five  she  receives 
an  income.  If  the  fully  insured  work- 
er has  neither  children  nor  wife,  but 
has  dependent  parents,  they  will 


each  receive  monthly  payments 
equal  to  half  the  primary  benefit 
when  they  are  sixty-five.  If  there  is 
no  survivor  immediately  eligible  for 
monthly  benefits,  a lump  sum  bene- 
fit is  always  paid  to  the  widow,  child, 
father,  mother,  grandchild,  if  any  of 
these  are  living — otherwise  to  the 
person  who  paid  the  funeral  ex- 
penses. 

To  make  this  clearer,  let  us  turn 
again  to  Joe;  only  this  time  we  shall 
assume  that  he  died  prematurely  at 
thirty-five,  leaving  a widow  and  two 
children. 


Average  wage  was  low  because  Joe’s  salary  was  compara- 
tively low  when  he  was  young — average  $171.67.  Joe’s 

primary  monthly  benefit 

Widow  receives  % of  primary  insurance  benefit  . . . $27.73 

First  child  receives  of  primary  insurance  benefit  . . 18.48* 

Second  child  receives  x/z  of  primary  insurance  benefit  . . 18.49* 


$36.97 


Total  monthly  payment  to  widow  and  children  until  oldest 
child  reaches  age  18  if  attending  school  . . . . 

Until  youngest  child  reaches  18  if  attending  school 
If  Joe  were  a bachelor  dying  at  age  35 — average  monthly 

wage  $1 71 .67,  basic  benefit 

Each  dependent  parent  would  get  one-half  of  Joe’s  basic 
monthly  benefit  at  date  of  death  or 


$64.70 

46.22 

36.97 

18.48  (per  month) 
18.49* 


$36.97  for  two 

dependent 
parents 
(aged  65) 

♦To  account  for  one  half  cent. 


Benefits  to  a currently  insured 
worker  are  naturally  not  so  large, 
although  they  still  may  be  consider- 
able. If  a father  who  is  only  currently 
insured  dies,  his  children  will  re- 
ceive monthly  payments  until  they 


are  sixteen,  or  eighteen  if  they  re- 
main in  school.  His  widow,  if  she 
does  not  remarry,  will  receive 
monthly  payments  until  all  her  chil- 
dren are  eighteen  or  over.  However, 
the  widow  will  not  receive  payments 
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when  she  herself  reaches  the  age  of 
sixty-five.  If  no  survivor  is  immedi- 
ately eligible  for  these  monthly  bene- 
fits, a lump  sum  will  be  paid,  as  in 
the  case  of  the  fully  insured  worker. 

COMMENTS  ON  THE  PROGRAM 

! Not  everyone  is  content  with  the 
provisions  of  the  present  Social  Se- 
curity Act  as  they  apply  to  old  age 
and  survivors’  insurance.  Following 
j are  some  facts  about  the  program — 
I all  of  them  true — which  are  some- 
j times  raised  as  criticisms.  But  the 
very  point  which  is  spoken  as  a criti- 
cism by  one  person  may  seem  like 
an  excellent  feature  to  his  neighbor. 
See  what  you  think. 

1.  Tax  contributions  are  compul- 
sory. 

2.  Both  the  employer  and  the  indi- 
| vidual  worker  contribute  equally. 

3.  Tax  contributions  are  paid  auto- 
matically; that  is,  they  are  de- 
ducted before  the  worker  receives 
his  check. 

4.  Benefits  are  related  to  the  indi- 
vidual’s earnings. 

5.  Many  wage  earners’  incomes  are 
so  low  that  the  smallest  contribu- 
tions toward  insurance  are  a hard- 
ship. 

6.  The  worker’s  contributions  can- 
not be  used  in  case  of  an  individ- 
ual emergency. 

7.  Agricultural  workers,  domestic 
workers  in  private  homes,  em- 
ployees of  nonprofit  organiza- 
tions and  self-employed  persons 
are  not  included.  (This  may  be 
changed  soon.) 

8.  There  is  often  a very  sharp  gap 
in  a widow’s  income  between  the 
time  when  the  youngest  child 


reaches  age  eighteen  and  the  time 
the  mother  reaches  age  sixty-five. 

9.  A married  woman  may  work  for 
years  on  jobs  covered  by  the 
system  and  pay  into  the  fund,  but 
when  she  retires  she  has  only  the 
choice  of  the  amount  due  on  her 
own  account  or  the  amount  that 
is  due  her  as  wife  of  the  retired 
worker.  She  cannot  receive  both. 

10.  A widow  may  not  work  to  raise 
her  family’s  standard  of  living  if 
she  wants  the  social  insurance  in- 
come because  if  she  earns  $15  a 
month  on  any  job  covered  by 
social  security,  she  will  not  re- 
ceive the  benefits.  She  must  not 
remarry  if  she  wants  to  go  on  re- 
ceiving the  benefits  of  her  former 
husband’s  savings,  which  she 
helped  to  establish. 

Which  of  the  above  do  you  believe 
are  disadvantages?  Advantages?  Val- 
id objections?  If  you  were  a Con- 
gressman, should  you  try  to  change 
any  of  them? 

OTHER  ASPECTS  OF  SOCIAL 
SECURITY  LEGISLATION 

We  have  glanced  briefly  at  the 
three  key  programs  of  social  insur- 
ance now  in  force  on  a comprehen- 
sive basis  in  the  United  States.  We 
have  not  surveyed  all  the  provisions 
of  the  social  security  program  or  all 
kinds  of  insurance  provided  through 
the  government. 

For  example,  we  might  also  have 
described  the  various  public  assist- 
ance programs  operating  under  the 
Social  Security  Act.  These  differ 
from  social  insurance  in  that  their 
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payments  are  made  as  grants  or  pen- 
sions out  of  public  funds,  not  out  of 
funds  arising  from  their  own  con- 
tributions. 

One  such  program  provides  fed- 
eral aid  to  the  dependent  blind.  The 
state  determines  each  case  on  the 
basis  of  the  person’s  need  and  de- 
cides on  the  amount  to  be  paid.  The 
federal  government  contributes  half 
of  what  the  state  allows  in  each  case, 
up  to  $40  a month. 

Likewise  there  is  a program  for 
assistance  to  the  needy  aged  who  are 
not  protected  adequately  by  old-age 
survivors’  insurance.  Each  state  de- 
termines what  persons  over  sixty- 
five  are  in  need  and  how  much  they 
should  receive.  The  federal  govern- 
ment contributes  half  the  payments, 
up  to  $40  a month.  A similar  system 
is  followed  in  the  case  of  dependent 
children. 

You  may  wish  to  examine  these 
programs  in  greater  detail. 

HEALTH  INSURANCE 

In  recent  decades  there  has  been 
an  increasing  tendency  to  view 
health  matters  as  a social  problem. 
There  has  also  been  increasing  con- 
cern over  the  fact  that  although  the 
best  health  service  the  world  has  yet 
seen  is  available  in  the  United  States, 
many  persons  cannot  afford  it — or 
can  purchase  it  only  with  great  hard- 
ships. But  while  some  European  na- 
tions have  built  social  insurance  pro- 
grams to  cover  ill  health  and  off-the- 
job  accidents,  we  have  not  done  so. 
Such  insurance  can,  of  course,  be 
secured  by  those  who  can  afford  it 
from  insurance  companies  and  hospi- 
talization associations. 


To  be  sure,  the  national  govern- 
ment has  taken  increasing  steps  to 
improve  the  general  health  and 
safety.  For  example,  under  a 1939 
amendment  to  the  Social  Security 
Act,  the  federal  government  was  per- 
mitted to  aid  states  in  their  health 
projects,  such  as  for  the  promotion 
of  industrial  hygiene,  dental  hygiene, 
the  control  of  pneumonia,  tubercu- 
losis, cancer,  and  malaria.  But  all 
this  is  quite  different  from  social 
health  insurance. 

Recently  there  has  been  consider- 
able agitation  to  broaden  the  social 
security  program  to  include  health 
insurance.  A proposal  for  a compre- 
hensive program  was  submitted  to 
the  Congress  by  President  Truman 
in  1945. 

V 

GOVERNMENT  LIFE 
INSURANCE  FOR 
SERVICEMEN 

The  federal  government  also  of- 
fers other  types  of  insurance.  For 
example,  certain  crops  may  be  in- 
sured with  the  government  by  farm- 
ers. Then  there  is  the  National 
Service  Life  Insurance  which  has 
been  made  available  to  servicemen 
and  women  in  amounts  up  to 
$10,000. 

The  rates  for  National  Service 
Life  Insurance  are  lower  than  those 
charged  by  private  insurance  com- 
panies since  the  government  pays 
the  cost  of  the  war  risk  as  well  as  the 
overhead  and  all  operating  expenses 
out  of  tax  money  and  not  out  of  the 
insurance  premiums.  If  a serviceman 
is  totally  disabled  before  age  60  for 
six  months  or  more  the  premiums 
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are  waived  during  the  period  of  his 
I disability. 

The  insurance  is  initially  written 
for  a “term”  (period)  of  five  years, 
i This  was  extended  to  eight  years  in 
the  case  of  policies  issued  prior  to 
: January  1,  1946.  This  policy  cov- 
ers only  death,  and  has  no  invest- 
: ment  feature.  The  insured  can  not 
get  any  cash  on  the  policy.  The  pro- 
; ceeds  are  paid  to  his  beneficiary 
j when  he  dies.  After  the  policy  has 
been  in  force  one  year,  it  may  be  con- 
verted to  a permanent  policy  with 
cash  and  loan  values,  namely  ordi- 
nary life,  twenty-payment  life,  thirty- 
payment  life,  twenty  year  endow- 
ment, endowment  at  age  60,  and  en- 


premium  rate  required  for  such  a 
policy.  No  physical  examination 
will  be  required  at  the  time  of  con- 
version. 

The  veterans  of  World  War  I are 
able  to  purchase  today  up  to  $10,000 
of  insurance  from  the  United  States 
Government  if  they  can  pass  the 
physical  examination.  The  rates  and 
provisions  are  slightly  different  from 
those  given  to  veterans  of  World 
War  II.  This  type  of  insurance  is 
known  as  United  States  Government 
Life  Insurance.  If  a man  has  been 
in  both  wars  he  may  select  either 
the  insurance  provided  for  World 
War  I veterans,  or  that  for  World 
War  II.  His  total  amount  of  gov- 
ernment insurance  may  not  be  over 
$10,000. 

The  proceeds  of  National  Service 
Life  Insurance  may  be  paid  to  the 
beneficiary  in  a lump  sum  payment 
or  on  an  income  basis;  that  is,  by 
the  month,  with  a choice  of  three  in- 
come settlement  plans.  The  proceeds 
of  United  States  Government  Life 
Insurance  may  also  be  taken  either 
in  a lump  sum  or  on  an  income  basis. 

In  addition,  the  government  made 
arrangements  to  help  servicemen 
keep  their  private  insurance  policies 
in  force  during  the  period  of  service 
while  their  income  was  low. 
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INSURING  ONE’S  OWN  PERSON 

PREVIEW 

In  Part  I we  surveyed  the  risks  we  all  face,  and  introduced  the 
idea  of  using  insurance  as  a way  of  hedging  against  them.  In 
Part  II  we  looked  briefly  at  our  programs  of  social  insurance. 

Now,  in  Part  III,  we  go  on  to  private  insurance — the  kind 
which  each  of  us  may  buy  from  insurance  companies  and  about 
which  each  must  make  his  own  decisions.  When  one  has  fully 
considered  the  protection  to  which  he  may  be  entitled  through 
government,  then  he  must  decide  how  far  to  set  his  goal  beyond 
this  minimum  and  how  great  the  benefits  he  can  reasonably  work 
to  obtain  for  himself,  his  family,  and  his  business. 

In  a general  way,  we  can  say  that  he  has  three  things  to  do : 

1.  Provide  for  his  old  age  and  for  the  support  of  his  de- 
pendents if  his  job  is  not  covered  by  social  insurance ; 
provide  additional  sums  for  these  purpose?  even  if 
his  job  is  covered,  as  he  will  doubtless  want  more 
than  the  minimum  provided  by  law. 

2.  Provide  for  any  losses  and  costs  due  to  ill  health  and 
off-the-job  accidents. 

3.  Protect  his  personal  possessions.  With  few  excep- 
tions, government  has  made  no  provisions  for  direct 
compensation  for  loss  of  goods  by  fire,  flood,  acci- 
dent, or  other  calamity. 

Part  III  deals  specifically  with  insurance  on  one’s  own  life  and 
health,  through  which  one  can  provide  for  his  dependents  in 
case  he  dies  or  provide  for  the  cost  of  being  incapacitated,  or  for 
his  own  old  age  if  he  lives  past  his  working  years.  Part  III  in- 
cludes four  chapters: 

Chapter  5.  The  Values  of  Life  Insurance 
Chapter  6.  Life  Insurance  Contracts 
Chapter  7.  Pointers  in  Buying  Life  Insurance 
Chapter  8.  Accident  and  Health  Insurance 


Chapter  5 


THE  VALUES  OF  LIFE  INSURANCE 


Probably  someone  in  your  family — 
perhaps  you  yourself — has  a life  in- 
surance policy.  For  in  our  country 
life  insurance  has  become  a common 
and  an  important  means  of  protec- 
tion. This  has  not  always  been  so. 
j Your  great-great-grandfather  was 
probably  about  the  first  person  in 
your  family  who  could  have  had  an 
I insurance  policy  in  America,  for  life 
insurance  companies  were  started 
only  about  the  time  Andrew  Jackson 
1 was  president. 

Once  started,  however,  the  num- 
ber of  companies  grew  steadily  and 
the  amount  of  insurance  increased, 
until  by  1929  life  insurance  worth 
$103  billion  was  in  force  in  the 
United  States.  Even  during  the  de- 
pression it  held  its  ground.  To  be 
sure,  many  policyholders  were  forced 
to  allow  their  policies  to  lapse  be- 
cause they  could  no  longer  afford  to 
pay  the  premiums  for  them,  yet  other 
! people  took  their  places,  so  that  by 
1934  the  volume  of  insurance  was 


about  the  same  as  it  had  been  at  the 
beginning  of  1929.  During  the  next 
ten  years,  the  steady  increase  in  the 
ownership  of  life  insurance  was  re- 
sumed, so  that  by  the  end  of  1946 
seventy-three  million  people  (about 
half  our  total  population)  owned  ap- 
proximately $174  billion  worth  of 
life  insurance.  The  average  amount 
of  life  insurance  owned  per  family  in 
1946  was  over  $4,000 — about  two 
years’  normal  income  for  the  average 
family.  The  chart  below  shows 
more  clearly  than  words  the  tremen- 
dous growth  from  1900  to  1945. 

Statistics  show  that  approximately 
3 per  cent  of  the  average  man’s  in- 
come goes  into  life  insurance  pre- 
miums. Yet  according  to  probate 
court  records,  87  per  cent  of  what 
the  average  man  leaves  when  he  dies 
comes  from  life  insurance  policies. 
In  other  words,  when  the  average 


7 TIMES  AS  MANY  PEOPLE  NOW 
OWN  LIFE  INSURANCE  AS  IN  1900 


1900 

NUMBER  OF  POLICYHOLDERS 

AVERAGE  AMOUNT 
OWNED  PER 
POLICYHOLDER 

| 10,000,000 

1 

$860 

1918 

AFTER  WORLD 
WAR  1 

|||!  31,000,000 

Fi 

$960 

1945 

AFTER  WORLD 
WAR  II 

0 0 0 0 0 0 0 

ivnnr 

71,000,000 

i 

$; 

lusssll! 

11 

1,175 

INSTITUTE  OF  LIFE  INSURANCE 
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man  dies,  his  life  insurance  is  about 
the  only  thing  his  family  has  with 
which  to  carry  on. 

In  about  a century,  life  insurance 
owned  by  Americans  has  increased 
from  an  insignificant  sum  to  one  of 
the  greatest  assets  of  our  time.  For 
such  growth  there  must  be  good 
reasons — and  there  are.  Let’s  look 
first  at  what  we  may  call  personal 
reasons  for  buying  life  insurance; 
then  at  the  business  reasons:  Then 
we  can  consider  your  own  reasons. 

PERSONAL  REASONS  FOR 
BUYING  LIFE  INSURANCE 

In  examining  the  personal  rea- 
sons, we  shall,  for  the  sake  of  clarity, 
return  to  the  three  divisions  of  life 
which  we  made  in  Part  I:  prepara- 
tion-time, toil-time,  and  sunset-time. 
Let’s  consider  life  insurance  needs 
under  each  of  these  heads. 

INSURANCE  NEEDS  DURING 
PREPARATION-TIME 

During  early  childhood  the  needs 
for  insurance  are  the  least  they  will 
ever  be.  Insurance  generally  is,  and 
should  be,  placed  on  breadwinners 
rather  than  on  dependents.  How- 
ever, parents  sometimes  buy  poli- 
cies for  their  children  for  one  or 
more  of  the  following  reasons: 

1.  To  protect  themselves  in  case  of 
a child’s  death ; (funeral  expenses 
and  possibly  other  heavy  expenses 


would  have  to  be  paid  by  them). 

2.  To  accumulate  a savings  fund  for 
the  child  to  be  used  for  college 
or  a start  in  business.  However, 
unless  the  parents  already  have 
adequate  insurance,  this  may 
often  be  better  safeguarded  by 
placing  the  policy  on  those  who 
support  the  child,  for  if  they 
should  die  or  become  disabled  the 
child  could  not  keep  his  policy 
in  force. 

3.  To  teach  thrift  and  the  habit  of 
saving. 

4.  To  guarantee  that  the  child  will 
be  able  to  own  a policy — insuring 
his  insurability.  Even  young  peo- 
ple can  become  uninsurable  be- 
cause of  ill  health.  A policy 
bought  before  any  disqualifying 
physical  defect  appears  will  re- 
main in  force. 

5.  To  take  advantage  of  low  pre- 
mium rates.  To  be  sure,  people 
who  buy  insurance  when  they  are 
young  will  pay  for  more  years,  so 
that  even  though  the  annual  pre- 
mium is  lower,  the  policyholder 
does  not  save  much  money  in  the 
long  run.  However,  the  lower  pre- 
mium makes  the  policy  easier  to 
maintain.  A glance  at  the  chart 
on  page  39  will  show  the  extent 
to  which  advancing  years  mean 
higher  premiums. 


INSURANCE  NEEDS  DURING  TOIL-TIME 

Just  before  Alexander  Hamilton 
fought  his  fatal  duel  with  Aaron 
Burr,  he  wrote  in  his  will: 

Though,  if  it  should  please  God  to 
spare  my  life,  I may  look  for  a con- 


THE  VALUES  OF  LIFE  INSURANCE 


39 


Premium  Rates 

for  -8  1,000 
tndowmerrt 
at  age  65 
(Participating) 


$ in.rr 


1181 


5106 


AGE 


The  older  you  are,  the  higher  the  rate. 


siderable  surplus  out  of  my  property; 
yet  if  He  should  speedily  call  me  to  the 
external  world,  a forced  sale,  as  is  usual, 
may  possibly  render  it  insufficient  to 
satisfy  my  debts.  I pray  God  that  some- 
thing may  remain  for  the  maintenance 
and  education  of  my  dear  wife  and 
children.  But  should  it  on  the  contrary 
happen,  that  there  is  not  enough  for  the 
payment  of  my  debts,  I entreat  my  dear 
; children,  if  they  or  any  of  them  ever 
be  able,  to  make  up  the  deficiency. 

If  Hamilton  had  had  the  opportu- 
nity to  buy  life  insurance  he  could 
have  been  sure  of  protection  for  his 
loved  ones,  but  in  his  time  such  in- 
i surance  was  rare.  His  solicitude  for 
his  loved  ones  highlights  the  great- 


est single  reason  why  men  buy  life 
insurance:  to  protect  their  families. 

Naturally,  a man’s  insurance 
needs  are  greatest  during  his  active 
working  years,  especially  if  he  has 
a growing  family.  Insurance  may 
offer  protection  in  case  of  ( 1 ) death, 
(2)  disability,  or  (3)  financial  dis- 
tress. 

In  Case  of  Death.  The  head  of  a 
family  realizes  that  unless  he  makes 
special  provision,  his  death  would 
remove  his  family’s  chief  source  of 
income.  (This  does  not  apply  of 
course  to  the  few  men  who  have 
large  investment  incomes.)  There- 
fore his  first  consideration  in  plan- 
ning his  insurance  is  to  see  that  in 
case  of  his  death  his  policies  will 
provide  certain  things: 

(1)  Ready  cash  for  outstanding 
bills.  It  is  rare  for  anyone  to  die 
without  some  debts — rent,  unfinished 
payments  on  furniture  or  an  auto- 
mobile, small  unpaid  bills  at  various 
shops  and  department  stores.  At 
death  the  balance  on  all  instalment 
purchases  must  be  paid.  Even  the 
current  light,  gas,  and  telephone  ac- 
counts must  be  settled.  The  sum  of 
these  can  mean  a heavy  burden  to 
those  left  behind  unless  the  deceased 
provided  for  them  while  he  was 
living. 

Furthermore,  a last  illness  of  a 
few  weeks,  an  operation,  and  a 
specialist  or  two  are  likely  to  cost 
more  money  than  the  family  has  on 
hand.  A family  does  not  stop  to  count 
the  cost  of  anything  that  is  needed  if 
one  of  its  members  is  seriously  ill — 
blood  transfusions,  oxygen  tents, 
special  foods,  medicines.  Then  there 
are  always  the  funeral  expenses,  for 
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which  people  often  spend  beyond 
their  means.  (A  recent  survey 
showed  the  burial  cost  in  seven  out 
of  eight  cases  to  be  over  $200,  and  in 
nearly  half  the  cases  over  $400.) 

Providing  money  for  outstanding 
bills  generally  does  not  take  a great 
deal  of  insurance.  To  those  who  can 
afford  more  elaborate  insurance  pro- 
grams it  may  seem  one  of  the  lesser 
; objectives.  But  surely  it  is  a mini- 
i mum  program  for  any  self-support- 
! ing  person:  if  he  cannot  leave  those 
he  loves  well  provided,  at  least  he  can 
try  to  keep  his  death  from  laying  an 
| added  burden  upon  them. 

| (2)  Money  for  the  care  of  depend- 

ents and  the  education  of  children. 
One  life  insurance  company  points 
out  that: 

Well  in  excess  of  500,000  families  in 
| this  country  are  broken  each  year  by 

I the  death  of  the  husband  or  wife.  Of 
the  widows  and  widowers  thus  created 
more  than  200,000  have  left  in  their 
care  almost  one  half  million  dependent 
\ children  under  18  years  of  age. 

Adequate  long-term  support  for 
surviving  dependents  requires  a 
larger  insurance  program  than  is 
needed  merely  to  clean  up  debts  and 
meet  immediate  expenses.  Not  every 
family  can  afford  all  the  insurance 
this  demands;  but  those  who  can 
usually  think  of  it  as  the  most  im- 
portant reason  for  buying  insurance. 
If  a family  cannot  afford  complete 
protection,  it  is  better  off  with  some 
than  with  none,  since  partial  pro- 
tection would  tide  them  over  the 
difficult  period  of  readjustment.  Of 
course,  insurance  is  not  the  only 
means  through  which  a man  can 
i create  an  estate  for  his  dependents. 


But  any  other  form  of  estate  must 
usually  be  built  up  slowly  and  may 
not  be  available  when  needed  most. 
Especially  for  the  young  man,  in- 
surance provides  an  immediate  in- 
strument. 

The  proceeds  of  life  insurance 
policies  may  be  left  on  deposit  with 
life  insurance  companies  to  be  paid 
to  the  family  in  monthly  instalments, 
thus  relieving  them  from  the  anxiety 
of  managing  and  investing  funds. 
In  other  words,  the  proceeds  of  an 
insurance  policy  may  be  used  to  pro- 
vide a certain  and  regular  monthly 
income  for  the  family,  which  can  be 
adjusted  to  last  as  long  as  the  bene- 
ficiary lives  or  to  provide  larger  pay- 
ments over  a shorter  period.  The 
latter  may  be  desirable,  for  instance, 
to  provide  more  income  until  de- 
pendent children  are  grown  and  self- 
supporting.  Sometimes  a larger  in- 
come is  provided  for  the  first  few 
years  on  the  theory  that  a family 
needs  a readjustment  period  to  step 
down  gradually  its  scale  of  living. 

(3)  Cash  to  pay  mortgages  and 
long-term  debts.  This  is  often  partic- 


42 


BUYING  INSURANCE 


ularly  important  to  the  farmer,  for 
a heavily  mortgaged  farm  can  seldom 
be  disposed  of  to  advantage  and  can 
often  not  be  operated  profitably  by 
the  widow.  But  this  financial  pro- 
tection is  equally  important  to  any 
family  whose  home  is  only  partly 
paid  for.  Through  mortgage-cancel- 
lation policies  a family  can  be  pro- 
tected from  the  misfortune  of  being 
homeless  even  if  it  should  become 
fatherless. 

(4)  Ready  cash  for  inheritance 
taxes  and  administrative  costs.  In- 
heriting a large  estate  costs  the  heirs 
a great  deal  of  cash.  There  is  a fed- 
eral inheritance  tax  on  estates  of 
$60,000  or  more  (including  insur- 
ance). Many  state  governments  also 
have  estate  or  inheritance  taxes,  al- 
though they  generally  exempt  in- 
surance made  out  to  a beneficiary 
other  than  the  estate.  Even  though 
the  federal  and  state  taxes  are  graded 
so  that  the  smallest  estates  are  taxed 
least  heavily,  and  the  largest  most 
heavily,  heirs  have  frequently  been 
forced  to  sell  their  best  and  most 
liquid  assets  to  raise  cash  to  pay  the 
tax  bills.  Such  forced  sales  seldom 
bring  the  amount  that  they  should, 
especially  during  periods  of  depres- 
sion. In  addition  to  taxes,  there  are 
always  administrative  costs  levied 
against  estates.  On  the  average,  taxes 
and  administrative  costs  consume 
about  15  per  cent  of  the  smaller  es- 
tates and  from  25  to  40  per  cent  of 
the  larger  ones.  The  result  is  often 
a serious  shortage  of  cash  while  the 
estate  is  being  settled,  a shortage 
which  may  have  to  be  met  by  sacri- 
fice sales.  Cash  shortage  is  not  some- 
thing known  only  to  men  of  small 


means,  either.  For  example,  an  exec- 
utive of  American  Stores  Company 
left  an  estate  of  $1,469,877,  but 
debts,  income  taxes  due,  and  ad- 
ministrative expenses  took  $79,482; 
the  Pennsylvania  inheritance  tax 
came  to  $40,665;  and  the  federal 
estate  tax  was  $407,981.  Thus  total 
costs  amounted  to  $528,128,  or  36 
per  cent  of  the  gross  estate,  while 
cash  available  to  meet  them  was  only 
$98,475. 

Men  and  women  with  foresight 
are  turning  more  and  more  to  life 
insurance  as  a means  of  providing 
sufficient  sums  to  pay  such  taxes  and 
administrative  costs  on  the  estates 
they  leave. 

In  Case  of  Financial  Distress.  So 
far  we  have  been  looking  at  the  bene- 
fits of  life  insurance  which  come  to 
the  beneficiaries  after  the  death  of 
the  insured.  There  are  also  advan- 
tages to  the  policyholder  while  he 
is  alive,  for  most  policies  have  a cash 
or  loan  value  after  they  have  run  a 
few  years.  If  the  policyholder  should 
face  a sudden  and  urgent  need  for 
money,  the  insurance  company  may 
become  his  emergency  bank — a bank 
which  cannot  refuse  his  request, 
since  the  privilege  of  borrowing  is 
part  of  the  contract  in  all  life  or  en- 
dowment policies  of  $1,000  or  more. 
During  the  depression  of  the  1930’s 
many  policyholders  availed  them- 
selves of  loans  on  their  policies.  The 
help  and  comfort  these  loans  af- 
forded people  cannot  be  estimated 
in  purely  financial  terms,  but  one 
can  be  sure  that  they  saved  many 
homes  and  provided  many  children 
with  food,  clothing,  and  an  educa- 
tion. 
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To  be  sure,  insurance  loans  are  a 
source  of  credit  which  should  be 
used  only  after  careful  thought,  usu- 
ally only  in  cases  of  extreme  neces- 
sity. One  who  borrows  on  a life 
insurance  policy  is  really  borrowing 
money  from  his  beneficiary,  the  very 
one  he  wants  to  protect;  or,  just  as 
bad,  he  is  borrowing  from  his  own 
old-age  income.  Nevertheless,  the 
source  for  quick  credit  is  there,  if 
the  need  is  urgent,  and  this  fact  is 
a great  comfort  and  reassurance. 

In  Case  of  Disability.  At  the  cost 
of  an  additional  premium  many  life 
insurance  contracts  provide  that  the 
company  itself  will  pay  the  pre- 
miums for  the  insured  if  he  becomes 
unable  to  work  because  of  illness  or 
accident.  This  means  that  insurance 
protection  may  continue  just  as  if 
the  insured  were  well  and  able  to 
i earn  a living  and  pay  his  premiums. 
In  addition  to  this  premium  waiver 
provision,  some  companies  will,  for 
an  additional  premium,  include  a 
feature  which  guarantees  the  pay- 
ment of  a monthly  income  to  the 
insured  if  he  should  become  totally 
disabled  from  sickness  or  accident. 

INSURANCE  NEEDS  DURING 
SUNSET-TIME 

As  already  pointed  out,  the  two 
great  purposes  of  life  insurance  are 
j to  protect  dependents  in  case  of  a 
breadwinner’s  death  and  to  lay  up 
funds  for  his  old  age.  Let  us  now 
examine  the  second  purpose. 

By  the  time  the  average  man  is 
55  or  60,  his  children  have  grown 
- up  and  become  self-supporting.  His 
own  parents  are  probably  no  longer 
living.  In  other  words,  for  the  first 


time  in  many  years  husband  and 
wife  are  free  from  the  responsibility 
of  protecting  other  people.  Once 
again  they  have  only  themselves  to 
look  after.  If  they  have  planned  well, 
the  same  insurance  policies  which 
protected  their  dependents  in  earlier 
years  can  then  be  converted  to  their 
own  needs.  These  policies  have  ac- 
quired a cash  or  maturity  value 
which  can  either  be  paid  in  a lump 
sum  or  in  the  form  of  a monthly 
income. 

An  important  reason  why  few  old 
people  have  provided  for  themselves 
a monthly  income  is  that  youth  too 
seldom  thinks  of  old  age.  As  Oliver 
Wendell  Holmes  said, 

If  Youth  but  knew 
What  age  would  crave 
Many  a penny 
Youth  would  save. 

Of  course,  insurance  is  not  the  only 
means  of  saving  for  old  age.  But  it 
is  one  of  the  most  reliable,  and  at 
least  part  of  one’s  savings  should 
probably  be  in  this  form.  For  even 
those  who  at  some  time  in  life  have 
accumulated  other  kinds  of  prop- 
erty often  lose  it  just  when  they  need 
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it  for  their  declining  years.  It  is  some- 
times said  that  money  is  easier  to 
make  than  to  keep.  There  are  many 
stories  like  that  of  Roald  Amundsen, 
whose  vast  collection  of  medals  had 
to  be  sold  to  defray  the  debts  of  his 
estate;  or  of  David  D.  Buick,  found- 
er of  the  Buick  Motor  Company, 
who  was  at  one  time  sitting  on  top  of 
the  world,  and  who  died  in  1929,  vir- 
tually penniless,  at  72. 

But  it  isn’t  necessary  to  repeat 
the  innumerable  stories  of  progress 
“from  shirt  sleeves  to  shirt  sleeves 
in  one  generation.”  The  stunning  fact 
is  that  after  age  65,  when  they  have 
had  40  years  or  more  to  add  to  their 
wealth,  about  half  our  people  are 
dependent  upon  public  relief  or 
charity. 

An  insurance  program  which 
yields  old-age  income  may  be 
achieved  through  ordinary  life,  lim- 
ited payment  life,  or  endowment 
policies,  all  of  which  have  a cash 
value  after  they  have  run  a few  years. 
For  those  who  have  no  special  need 
for  life  insurance  protection,  the 
policy  especially  designed  for  old  age 
is  the  dej erred  annuity  contract. 
These  types  of  policies  will  be  ex- 
plained later.  See  page  60. 

The  depression  of  the  1930’s,  with 
its  enormous  losses  in  individual  in- 
vestments, helped  to  make  endow- 
ment policies  and  annuities  popular. 
In  1935,  the  Social  Security  Act  spot- 
lighted attention  on  old-age  income 
and  the  result  was  an  increase  in  the 
sale  of  endowments  and  annuities  by 
insurance  companies.  By  January  1, 
1945,  there  were  about  40,000,000 
endowment  policies  in  force,  rep- 
resenting about  $30  billion  of  insur- 


ance. They  are  now  paying  off  at  the 
rate  of  more  than  1,000,000  annually, 
for  a total  yearly  value  of  over  $400,- 
000,000.  At  the  close  of  1945,  the 
American  people  had  more  than  $5^4 
billion  set  aside  with  life  insurance 
companies  for  the  future  payment  of 
annuity  income.  There  were  over 
2,700,000  annuity  contracts  in  force, 
and  they  represented  a total  of 
$863,000,000  annual  income. 

BUSINESS  REASONS  FOR 
BUYING  LIFE  INSURANCE 

It  is  hard  to  think  of  a man’s  life 
being  measured  in  terms  of  money, 
but  in  cold  fact  the  greatest  asset  in 
many  an  enterprise  is  the  personal 
ability  of  one  or  two  men.  Such  men 
are  often  insured  as  a protection  to 
their  business. 

Probably  the  first  case  of  business 
life  insurance  in  America  was  that 
taken  by  Thomas  Jefferson  on 
Houdon,  the  sculptor  who  was  com- 
missioned to  make  a statue  of  Wash- 
ington. In  A Short  History  of  Life 
Insurance,  Mildred  F.  Stone  tells 
the  story: 

Jefferson  perceived  the  risk  of  loss 
and  means  of  covering  it.  On  July  7, 
1785,  he  wrote  to  John  Adams  in  Lon- 
don as  follows:  “ Monsieur  Houdon  has 
agreed  to  go  to  America  to  make  the 
figure  of  General  Washington.  In  case 
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of  his  death,  between  his  departure 
from  Paris,  and  his  return  to  it,  we  may 
lose  twenty  thousand  livres.  I ask  the 
favor  of  you  to  enquire  what  it  will 
cost  to  ensure  that  sum,  on  his  life,  in 
London.” 

The  point  is,  you  see,  that  the  gov- 
ernment wanted  to  insure  Houdon’s 
life  because  it  had  a financial  invest- 
ment in  him.  This  is  often  the  case 
in  business. 

INSURANCE  IN  AN  INDIVIDUAL 
ENTERPRISE 

A businessman  who  owns  and 
operates  his  own  individual  firm  al- 
most always  acquires  debts.  These 
debts  become  the  owner’s  personal 
debts.  In  case  of  his  death,  his  per- 
sonal property  may  be  sold  to  pay 
these  business  debts.  Insurance  for 
an  individual  businessman,  in  addi- 
tion to  reimbursing  his  family  for 
the  value  of  the  business,  will  (1) 
pay  debts;  (2)  supply  ready  cash  to 
take  the  place  of  his  credit. 

One  life  insurance  company  gives 
this  illustration: 

We  are  reminded  of  a man  who  had 
accumulated  a good  deal  of  capital  by 
operating  a farm  and  dairy,  over  a long 
period  of  time,  near  a thriving  little 
city.  He  used  his  money  to  establish  a 
flour  mill  in  town.  His  young  sons  were 
to  run  the  farm  and  dairy  business 
while  he  managed  the  mill.  The  sons 
were  more  successful  than  he.  In  fact, 
the  mill  never  paid  and  eventually  it 
was  plain  that  a failure  was  inevitable. 
About  this  time  he  died.  The  mill  was 
worth  very  little,  as  compared  with  the 
debts,  and  his  farm  and  dairy  business 
were  sold  to  raise  money  for  the  credi- 
tors. Ample  life  insurance  for  the  mill 


debts  would  have  saved  the  farm  and 
dairy;  but  there  was  none.  If,  in  addi- 
tion to  insurance  to  cover  indebtedness, 
there  had  been  enough  to  offset  a 
shrinkage  of  assets,  the  capital  invested 
in  the  mill  would  have  been  returned 
to  his  heirs. 

INSURANCE  IN  A PARTNERSHIP 

More  than  almost  any  other  kind 
of  business,  a partnership  may  be 
thrown  into  difficulties  by  the  death 
of  one  partner.  Therefore  the  part- 
ners often  insure  each  others’  lives. 
The  insurance  money  provides  ready 
cash  for  the  surviving  members  to 
buy  out  the  interest  of  the  heirs  of 
the  deceased.  When  the  heirs  re- 
ceive cash  in  payment  of  the  fair 
value  of  their  share  of  the  business 
they  can  go  their  own  way,  and  the 
remaining  partners  are  unhampered 
by  any  conflicting  interest  held  by 
inexperienced  heirs. 

INSURANCE  IN  A CORPORATION 

“Corporations  never  die.”  They 
are  disturbed  less  than  partnerships 
are  by  the  loss  of  one  key  man.  Yet, 
often  one  key  man  owns  over  half 
of  the  shares  of  stock  in  the  corpora- 
tion. Even  if  he  has  little  stock — per- 
haps is  an  employed  manager — the 
success  or  failure  of  the  business  may 
depend  on  his  ability.  In  case  of  his 
death,  insurance  will  provide  money 
(1)  to  compensate  for  the  business 
ability  of  the  key  man;  (2)  to  tide 
the  business  over  until  a successor 
with  ability  can  be  found  and 
trained;  (3)  to  pay  debts;  (4)  to  in- 
crease the  working  capital  if  the  busi- 
ness is  continued;  (5)  to  take  up  the 
shrinkage  of  assets  in  case  of  a forced 
sale  if  the  business  is  closed  up. 
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* * * 

You  are  probably  familiar  with  part- 
nerships and  corporations  from  your 
economics  classes.  A man  owning  65 
per  cent  of  the  stock  of  his  corporation 
dies.  Two  others  own  the  remaining  35 
per  cent.  After  his  death  his  widow 
elects  herself  president.  Write  a story 
showing  the  fate  of  the  corporation.  Re- 
verse the  case — the  man  owns  only  35 
per  cent — the  other  two  65  per  cent. 
Write  a story  telling  what  might  hap- 
pen to  the  widow’s  stock. 

* * * 

BUSINESS  INSURANCE  ON  THE  FARM 

Farmers  are  often  in  debt  and 
many  farms  are  mortgaged  because 
at  one  time  or  another  the  farmer 
badly  needed  to  raise  some  money. 
A young  farmer  is  generally  especi- 
ally heavily  in  debt  not  only  because 
of  a mortgage,  but  also  because  it 
takes  capital  to  stock  and  equip  a 
successful  farm.  He  needs  insurance 
to  cover  his  indebtedness  and  pro- 
vide for  the  continuation  of  the  en- 
terprise, in  case  of  his  sudden  death. 

The  farmer  is  more  likely  than 
most  businessmen  to  pass  his  busi- 
ness on  to  his  children.  To  do  this  it 
is  customary  for  him  to  retire,  before 
his  children  are  too  old.  Thus  he 
needs  a retirement  income  to  be  able 
to  move  off  the  farm  to  give  his  chil- 
dren their  business  chance  early  in 
life. 

SUMMARY 

Life  insurance  offers  various  val- 
ues to  different  persons  and  business 
firms,  because  their  circumstances 
are  not  the  same.  But,  in  a general 


way,  we  can  say  that  its  chief  values 
are: 

1.  To  pay  up  outstanding  bills,  spe- 
cial expenses,  and  long-term 
debts. 

2.  To  provide  some  compensation — 
either  to  a surviving  family  or 
business — for  the  loss  of  the  in- 
sured person’s  income-producing 
ability. 

3.  To  accumulate  savings  for  old 
age. 

4.  To  build  a reserve  for  emergency 
use. 

At  some  ages  or  to  some  persons, 
one  of  these  may  be  most  important; 
at  other  ages  or  to  other  persons,  the 
emphasis  may  be  on  a different  goal. 
The  program  of  insurance  must  be 
tailored  to  fit  individual  needs — and 
occasionally  altered  as  the  individ- 
ual’s needs  change. 

YOUR  REASONS  FOR  BUYING 
LIFE  INSURANCE 

Do  I hear  you  saying — “I  do  not 
have  a job;  I’m  pretty  young  to  die; 
I have  no  dependents ; and  old  age  is 
too  far  off  to  worry  about?”  If  you 
are  saying  that,  stop  to  consider. 
Whether  you  are  buying  life  insur- 
ance to  pay  funeral  expenses,  or  for 
income  in  the  years  ahead,  you  are 
doing  it  because  you  want  to  protect 
something  or  someone.  As  someone 
has  said,  you  don’t  buy  life  insurance 
because  you  expect  to  die  but  rather 
because  you  expect  someone  to  live. 

You  may  be  only  18,  but  if  you 
should  die  (and  about  2 out  of  each 
1,000  your  age  do  die  every  year) 
someone  will  have  funeral  bills  to 
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settle.  Undertakers,  hospitals,  and 
doctors  do  not  work  for  nothing. 
Through  insurance  you  or  your  par- 
ents can  make  certain  that  no  one 
will  have  to  sacrifice  to  pay  these 
bills. 

After  18  you  have  the  prospect  of 
marrying  and  having  a family. 
Family  life  brings  many  obligations 
and  responsibilities,  which  you  might 
well  think  about  now.  Surely  you 
will  not  want  your  family  to  live  in 
poverty  if  you  should  die.  About  the 
only  way  the  average  young  man  can 
support  a family,  even  partially, 
after  his  death  is  through  insurance. 
If  you  live  to  be  old,  insurance  taken 
out  in  your  younger  and  more  pro- 
ductive years  is  one  of  the  guaranties 
that  you  will  be  able  to  provide 
yourself  with  a life  income  when  you 
have  to  stop  work  permanently. 

HOW  MUCH  INSURANCE  SHOULD  YOU 
BUY? 

No  one  can  do  more  than  advise 
you  how  much  or  what  kinds  of  in- 

; surance  you  should  buy:  It  is  your 
problem.  It  is  also  a constantly 
changing  problem,  not  one  which 
can  be  settled  once  and  then  forgot- 
ten. It  should  be  considered  over  and 
over  again  during  your  lifetime,  and 
each  time  the  decision  should  be 
made  only  after  careful  personal 

i 


study  and  consultation  with  a re- 
liable life  insurance  agent. 

Any  decision  should  be  based  on 
your  personal  insurance  needs  and 
your  ability  to  buy.  You  cannot  live 
beyond  your  means  for  long,  even  to 
own  a heavy  insurance  program.  Sim- 
ple mathematics  show  you  that  you 
cannot  make  $100  a month,  consis- 
tently spend  $101  or  $105,  and  still 
expect  to  keep  your  head  above 
water.  The  advice  Charles  Dickens 
had  Micawber  give  to  David  Cop- 
perfield  is  as  sound  today  as  it  was 
when  it  was  written  over  a hundred 
years  ago: 

. . . annual  income  twenty  pounds, 
annual  expenditure  nineteen  six,  re- 
sult happiness.  Annual  income  twenty 
pounds,  annual  expenditure  twenty 
pounds  ought  and  six,  result  misery. 

And  you  must  provide  for  your 
present  needs,  insurance  or  no  in- 
surance. You  cannot  allow  your  teeth 
to  decay;  you  must  have  sufficient 
clothing  and  nourishing  food.  It  is 
also  wise  for  high  school  students  to 
consider  as  a present  necessity  ex- 
penditures for  further  education  and 
preparation  for  their  life’s  work. 
Surely  investing  in  themselves  is  a 
necessity  for  most  young  people,  and 
they  should  not  carry  so  much  in- 
surance that  they  won’t  be  able  to 
afford  professional  or  business  train- 
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ing.  Providing  for  the  future  isn’t 
the  only  thing — the  present  counts, 
too! 

When  you  first  start  out  in  the 
business  world,  your  income  will 
probably  be  small  and  you  won’t  be 
able  to  afford  much  insurance.  To  be 
sure,  you  will  have  no  need  for  some 
kinds  of  insurance.  You  won’t  need 
to  provide  cash  for  your  heirs  to  pay 
inheritance  taxes.  You  probably 
won’t  be  buying  a home  right  away, 
so  you  won’t  need  a policy  to  pay  off 
a mortgage  on  it.  But  as  your  wages 
increase,  you  will  be  able  to  afford 
insurance.  Then  is  the  time  to  look 
into  your  insurance  needs  and  find 
out  how  they  can  best  be  met.  Of 
course,  you  will  want  to  spend  some 
of  your  growing  income  for  the  com- 
forts and  luxuries  which  make  life 
more  enjoyable;  part  you  will  want 
to  save  for  future  comforts.  Some  of 
this  saving  for  future  comforts 
should  be  used  to  guarantee  a 


monthly  income  for  your  family  in 
case  of  your  death,  if  you  are  the 
breadwinner,  and  also  to  provide  an 
income  for  you  in  case  you  live  to 
old  age. 

Although  people  vary  as  to  the 
amount  they  want  to  spend  on  cur- 
rent needs  and  the  amount  they 
want  to  save  for  the  future  and  for 
the  uncertainties  of  life,  they  all 
should  base  their  insurance  plans  on 
their  own  individual  immediate 
needs  and  on  their  possible  future 
needs.  Let  us  repeat,  for  emphasis, 
that  the  amount  of  insurance  to  be 
carried  depends  upon  (1)  income 
and  occupation;  (2)  responsibilities 
as  to  dependent  relatives,  etc.;  (3) 
other  financial  obligations;  (4)  pos- 
sible income  needs  for  old  age.  And 
it  is  most  important  to  remember 
that  insurance  programs  should  not 
be  static,  but  should  change  as  the 
needs  and  circumstances  of  life 
change. 


QUESTIONS  AND  PROBLEMS 


1.  Sudden  Death 
Auto  Accident  Fatal 

Sam  Smith,  20,  died  at  Good 
Hope  Hospital  last  night  from  in- 
juries sustained  several  days  ago 
when  his  car  was  demolished  by 
a hit-and-run  driver. 

Surviving  are  the  parents,  two 
brothers  and  a sister.  Young 
Smith  has  been  working  since 
graduation  as  a clerk  in  a Safe- 
way grocery  store. 


Debts  Lejt 


Hospital 

. . $100. 

Specialist 

. . 250. 

Doctor  . 

. . 100. 

Nurse  . 

. . 48. 

X-ray,  etc.  . 

. . 75. 

Ambulance  . 

. . 25. 

Undertaker  . 

. . 425. 

Miscellaneous 

. . 110. 

$1,133. 

The  father  of  young  Smith  was  faced  with  the  above  bills.  The 
young  man  had  been  earning  $30  a week.  He  had  $64  in  a savings 
account,  $75  in  war  bonds,  no  life  insurance,  no  other  assets. 

The  father  earns  $50  a week  and  has  to  support  his  wife  and  the 
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remaining  3 children.  He  borrowed  $300  on  his  own  life  insurance. 
How  long  do  you  think  the  father,  mother,  small  sister,  and  brothers 
will  have  to  struggle  to  pay  for  the  unexpected  death  of  Sam  Smith? 
What  things  do  you  think  they  will  have  to  go  without?  How  difficult 
would  it  have  been  for  Sam  to  have  provided  against  this  risk? 

2.  Every  soldier  v/ho  took  part  in  the  Battle  of  Gettysburg,  the 
bloodiest  of  the  Civil  War,  had  the  same  chance  of  surviving  that  the 
man  of  forty-seven  has  today  of  living  five  years.  Probably  none  of  the 
soldiers  before  the  battle  could  have  said  to  a life  insurance  agent, 
“See  me  later.5’  Still  men  at  forty-seven  are  continually  saying  that. 
Why  do  men  (and  women)  postpone  taking  out  life  insurance? 

3.  If  you  were  a life  insurance  representative,  how  should  you  an- 
swer the  following  objections? 

a.  I need  no  insurance  as  I have  no  dependents. 

b.  I have  thirty  years  yet  to  work,  why  bother  now? 

c.  I have  my  investment  plans  all  made.  I will  take  life  insur- 
ance later. 

4.  Name  six  distinct  needs  for  cash  at  the  death  of  the  average  man. 

5.  Why  is  life  insurance  often  referred  to  as  a “life  will”?  Name  the 
advantages  of  this  type  of  will. 

6.  Show  how  the  following  habits  will  probably  divert  a person  from 
buying  life  insurance: 

a.  Habit  of  buying  things  on  the  instalment  plan. 

b.  Habit  of  postponing  action. 

c.  Habit  of  “letting  the  future  take  care  of  itself.” 

d.  Habit  of  avoiding  responsibilities  and  obligations. 

7.  How  does  life  insurance  make  a very  practical  application  of  the 
admonition,  “Bear  ye  one  another’s  burdens”? 

8.  The  average  woman  lives  four  years  longer  than  the  man,  and 
marries  four  years  younger.  What  has  this  fact  to  do  with  planning  an 
insurance  program? 
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Any  life  insurance  program  is  made 
up  of  one  or  more  policies.  A policy 
is  really  a contract  between  the  in- 
sured and  his  company.  The  con- 
tract states  that  the  insured  will 
make  certain  payments  (the  premi- 
ums)', in  return,  the  company  will 
pay  a fixed  amount,  either  to  the 
beneficiary  after  the  death  of  the  in- 
sured, or  in  some  cases  to  the  insured 
himself,  if  he  is  still  alive  at  a certain 
time. 

Insurance  policies  are  of  different 
types,  designed  for  different  pur- 
poses. In  this  chapter  let’s  look  first 
at  the  methods  by  which  all  insur- 
ance contracts  are  built  up;  second, 
at  the  various  types  of  policies  and 
the  arrangements  for  buying  them; 
and  third,  at  some  guides  for  the  se- 
lection of  a good  program. 

HOW  PREMIUM  RATES  ARE 
DETERMINED 

How  are  premiums  figured?  Ob- 
viously, they  must  be  large  enough 
so  that  the  money  collected  plus  the 
interest  earned  will  pay  all  claims 
and  the  costs  of  operation.  Other- 
wise the  company  would  fail.  On 
the  other  hand,  if  the  premiums 
were  much  larger  than  necessary, 
people  would  not  buy  insurance,  for 
it  would  be  a poor  investment.  Con- 
sequently the  premiums  must  be 
calculated  closely.  It  is  possible  to 
set  them  accurately  because  insur- 
ance companies  have  tremendous 
amounts  of  information  about  the 
probability  of  death  at  various  ages 
(death  rates). 


COMPARATIVE  DEATH  RATES 


EACH  YEAR  PER  1,000 
FOR  THREE  MORTALITY  TABLES 


AGE 

AMERICAN 
EXPERIENCE 
(1 863) 

AMERICAN 

MEN 

09IS) 

C.  S.o. 
TABLE 
(1940) 

IS 

7.e* 

396 

2./S 

SO 

7 .80 

3 .91 

2. M3 

25 

8.06 

4.31 

2-88 

30 

8.43 

4.46 

3 ,S6 

3 S 

8.95* 

4.7  8 

4.59 

MO 

9.79 

5.84 

6.18 

MS’ 

11.16 

7.9M 

8.61 

SO 

13.78 

II.  S3 

12.31 

SS 

I8.S7 

I7.M7 

17.98 

60 

16.69 

16.68 

26.59 

65 

MO./  3 

40.66 

39.67 

70 

61.99 

61.47 

59.30 

7S 

99.3  7 

91.  94 

88.67 

80 

144.47 

1 3574 

J3/.85 

8S 

235.  SS 

197.07 

199.13 

90 

MSM.JTM 

230. 35* 

280. 99 

HOW  DEATH  RATES  ARE 
CALCULATED 

Insurance  companies  have  skilled 
mathematicians,  known  as  actuaries , 
who  study  the  proportion  of  people 
who  die  at  various  ages.  These  actu- 
aries calculate  rates  of  mortality 
based  on  hundreds  of  thousands  of 
cases,  and  the  results  are  compiled 
in  mortality  tables,  as  shown  on  the 
chart  above.  One  of  the  oldest  of 
these,  called  the  American  Experi- 
ence Table,  was  drawn  up  in  1868 
and  is  still  used  considerably,  al- 
though in  practice  it  is  modified  by 
the  companies  to  compensate  for 
the  improvements  in  health  we  have 
enjoyed  since  that  time.  Another 


LIFE  INSURANCE  CONTRACTS 


51 


1941  CSO  Mortality  Table 


Commissioners  Standard  Ordinary 


< 

Num- 

ber 

Living 

Deaths 

Each 

Year 

Deaths 

per 

1,000 

Ex- 

pect- 

ancy, 

Years 

lT;. 

ing 
to  65 

Si 

< 

Num- 

ber 

Living 

Deaths 

Each 

Year 

Deaths 

per 

1,000 

Ex- 

pect- 

ancy, 

Years 

.% 
Liv- 
ing 
to  65 

1 

1,000,000 

5,770 

5.77 

62.76 

57.79 

51 

800.910 

10,628 

13.27 

20.64 

72.15 

2 

994,230 

4,116 

4.14 

62.12 

58.12 

52 

790,282 

11,301 

14.30 

19.91 

73.12 

3 

990,114 

3,347 

3.38 

61.37 

58.37 

53 

778,981 

12,020 

15.43 

19.19 

74.18 

4 

986,767 

2,950 

2.99 

60.58 

58.56 

54 

766,961 

12,770 

16.65 

18.48 

75.35 

5 

983,817 

2,715 

2.76 

59.76 

58.74 

55 

754,191 

13,560 

17.98 

17.78 

76.62 

6 

981,102 

2,561 

2.61 

58.92 

58.90 

56 

740,631 

14,390 

19.43 

17.10 

78.03 

7 

978,541 

2,417 

2.47 

58.08 

59.05 

57 

726,241 

15,251 

21.00 

16.43 

79.57 

8 

976,124 

2,255 

2.31 

57.22 

59.20 

58 

710,990 

16,147 

22.71 

15.77 

81.28 

9 

973,869 

2,065 

2.12 

56.35 

59.34 

59 

694,843 

17,072 

24.57 

15.13 

83.17 

10 

971,804 

1,914 

1.97 

55.47 

59.46 

00 

677,771 

18,022 

26.59 

14.50 

85.26 

11 

969,890 

1,852 

1.91 

54.58 

59.58 

61 

659,749 

18,988 

28.78 

13.86 

87.59 

12 

968,038 

1,859 

1.92 

53.68 

59.70 

62 

640,761 

19,979 

31.18 

13.27 

90.19 

13 

966,179 

1,913 

1.98 

52.78 

59.81 

63 

620,782 

20,958 

33.79 

12.69 

93.09 

14 

964,266 

1,996 

2.07 

51.89 

59.93 

64 

599,824 

21,942 

36.58 

12.11 

96.34 

15 

962,270 

2,069 

2.15 

50.99 

60.05 

65 

577,882 

22,907 

39.64 

11.55 

100.00 

16 

960,201 

2,103 

2.19 

50.10 

60.18 

66 

554,975 

23,842 

42.96 

11.01 

17 

958,098 

2,156 

2.25 

49.21 

60.32 

67 

531,133 

24,730 

46.56 

10.48 

18 

955,942 

2,199 

2i30 

48.32 

60.45 

68 

506,403 

25,553 

60.46 

9.97 

s. 

19 

953,743 

2,260 

2.37 

47.43 

60.59 

69 

480,850 

26,302 

54.70 

9.47 

us 

20 

951,483 

2,312 

2.43 

46.54 

60.73 

70 

454,548 

26,955 

59.30 

8.99 

3s 

21 

949,171 

2,382 

2.51 

45.66 

60.88 

71 

427,593 

27,481 

64.27 

8.52 

Q.  • 

£ S 

22 

946,789 

2,452 

2.59 

44  77 

61.04 

72 

400,112 

27,872 

69.66 

8.08 

a o 

23 

944,337 

2,531 

2.68 

43.88 

61.19 

73 

372,240 

28,104 

75.50 

7.64 

§3 

24 

941,806 

2,609 

2.77 

43.00 

61.36 

74 

344,136 

28,154 

81.81 

7.23 

25 

939,197 

2,705 

2.88 

42.12 

61.53 

75 

315,982 

28,009 

88.64 

6.82 

s s 

26 

936,492 

2,800 

2.99 

41.24 

61.71 

76 

287,973 

27,651 

96.02 

6.44 

it 

27 

933,692 

2,904 

3.11 

40.36 

61.89 

77 

260,322 

27,071 

103.99 

6.07 

2 — 
«{ 

28 

930,788 

3,025 

3.25 

39.49 

62.09 

78 

233,251 

26,262 

112.59 

5.72 

29 

927,763 

3,154 

3.40 

38.61 

62.29 

79 

206,989 

25,224 

121.86 

5.38 

li 

30 

924,609 

3,292 

3.56 

37.74 

62.50 

80 

181,765 

23,966 

131.85 

5.06 

II 

31 

921,317 

3,437 

3.73 

36.88 

62.72 

81 

157,799 

22,502 

142.60 

4.75 

ir* 

32 

917,880 

3,598 

3.92 

36.01 

62.96 

82 

135,297 

20,857 

154.16 

4.46 

*o 

33 

914,282 

3,767 

4.12 

35.15 

63.21 

83 

114,440 

19,062 

166.57 

4.18 

34 

910,515 

3,961 

4.35 

34.29 

63.47 

84 

96,378 

17,157 

179.88 

3.91 

35 

906,554 

4,161 

4.59 

33.44 

63.74 

85 

78,221 

15,185 

194.13 

3.66 

■is. 

H 

« <s 

36 

902,393 

4,386 

4.86 

32.59 

64.04 

86 

63,036 

13,198 

209.37 

3.42 

37 

898,007 

4,625 

5.15 

31.75 

64.35 

87 

49,838 

11,245 

225.63 

3.19 

|q 

38 

893,382 

4,878 

5.46 

30.91 

64.68 

88 

38,593 

9,378 

243.00 

2.98 

39 

888,504 

5,162 

5.81 

30.08 

65.04 

89 

29,215 

7,638 

261.44 

2.77 

is 

46 

883,342 

5,459 

6.18 

29.25 

65.42 

90 

21,577 

6,063 

280.99 

2.58 

41 

877,883 

5,785 

6.59 

28.43 

65.83 

91 

15,514 

4,681 

301.73 

2.39 

13  •§ 
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I one,  the  American  Men  Table,  was 
compiled  from  statistics  gathered 
from  1900-1915.  The  most  recent, 
the  Commissioners  Standard  Ordi- 
nary, is  based  on  the  experiences  of 
companies  from  1930-40.  The  tables 
are  all  similar  except  in  details.  Of 
course,  the  death  rates  shown  for 
the  younger  ages  are  lower  in  the 


newer  tables  because  more  young 
people  now  live  to  old  age  than 
formerly  did. 

Let’s  look  at  the  Commissioners 
Standard  Ordinary  Table,  which  is 
reproduced  above  on  this  page.  It 
starts  with  one  million  cases  at  age  1 . 
It  follows  them  through  to  age  99. 
For  each  year  it  shows  how  many  of 
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the  original  one  million  will  still  be 
living,  and  how  many  will  die  that 
year;  it  calculates  the  death  rate  per 
thousand  at  that  age,  and  shows  the 
average  life  expectancy  of  those  still 
living. 

For  example,  at  age  20  of  the  orig- 
inal group  951,483  are  still  alive. 
Twenty-three  hundred  and  twelve 
may  be  expected  to  die  that  year, 
which  means  that  the  death  rate  is 
2.43  per  thousand.  (This  rate  is 
figured  not  on  the  original  1,000,000 
but  on  the  951,483  still  alive.)  This 
death  rate  is  a guide  to  the  company 
as  to  how  much  it  would  have  to 
charge  a 20-year-old  man  to  insure 
him  for  that  one  year. 

But  the  death  rate  per  thousand 
does  not  tell  the  company  how  much 
it  would  have  to  charge  per  year  to 
insure  this  20-year-old  for  the  rest 
of  his  life.  For  this  the  company  must 
know  the  death  rate  for  each  year  of 
life  thereafter. 

Ten  years  later  924,609  of  the 
original  1,000,000  are  living.  The 
death  rate  per  thousand  has  risen  to 
3.56.  At  the  age  of  40  the  death  rate 
has  increased  to  6.18,  and  at  age  50, 
to  12.32. 

HOW  PREMIUM  RATES 
ARE  SET 

When  a company  knows  these 
facts  about  mortality  rate  at  each 
age  level,  it  can  begin  to  calculate 
premium  rates.  For  instance,  if  it 
were  to  insure  all  the  20-year-olds 
for  one  year  for  $1,000,  it  would  have 
to  charge  them  $2.43  each,  to  cover 
only  the  death  claims. 

Do  you  see  how  this  is  calculated? 


Suppose  we  take  1,000  cases:  1,000 
x $2.43  = $2,430  collected  by  the 
company.  Since  the  death  rate  at  this 
age  is  2.43  per  thousand,  the  $2,430 
just  equals  the  amount  the  company 
would  expect  to  pay  out  to  the 
families  of  those  who  died. 

If  the  age  of  the  insured  were  50, 
the  death  rate  would  be  12.32  per 
thousand,  and  the  basic  premium  for 
one  year  would  have  to  be  $12.32. 
(Of  course,  in  every  case  something 
would  have  to  be  added  to  pay  the 
costs  of  running  the  business.) 

This  approximates  the  simplest 
form  of  insurance,  now  rarely  used, 
known  as  yearly  renewable  term  or 
sometimes  as  assessment  insurance, 
in  which  an  organization  assessed  its 
members  each  year  to  collect  just 
enough  to  meet  that  year’s  claims. 
Rates  were  low  when  the  average 
age  of  the  insured  group  was  low, 
but  they  climbed  steadily  until  old 
surviving  members  could  hardly  pay 
the  premiums.  See  chart  on  page  53. 

LEVEL-PREMIUM  POLICIES 

Insurance  policies  today,  instead 
of  being  planned  for  a year  at  a time, 
are  mostly  written  to  cover  a whole 
life  or  a long  term  of  years.  The  com- 
pany knows  the  probability  of  death 
for  people  at  any  age  level,  and  plans 
the  premiums  so  that  enough  money 
will  be  available  to  pay  the  claims 
for  that  age  group  as  they  come  due. 

The  money  which  is  accumulated 
to  help  pay  future  claims  is  known  as 
the  reserve.  It  is  only  partly  made  up 
of  the  premiums  paid.  The  rest 
comes  from  interest  earned  on  the 
company’s  investments  covering  this 
reserve.  Therefore,  the  company,  be- 
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ASSESSMENT  METHOD  LEVEL  PREMIUM  METHOD 

INITIAL  PAYMENTS  SMALL  BUT  INITIAL  PAYMENT  LARGER  THAN 
RATE  INCREASES  EACH  YEAR  ACTUAL  FIRST  COST  BUT  RATE 


STAYS  THE  SAME 


fore  it  can  determine  the  premium 
rate,  must  estimate  the  interest  rate 
it  can  expect  its  reserve  funds  to 
earn.  Generally,  in  recent  years,  this 
has  been  calculated  on  the  basis  of 
2 Yz  or  3 per  cent.  The  earnings  re- 
duce the  amount  which  the  insured 
would  otherwise  have  to  pay. 

Although  the  risk  of  death — and 
therefore  the  cost  of  insurance — rises 
as  one  grows  older,  whole  life  and 
endowment  policies  generally  call 
for  the  same  rate  throughout  the 
years.  Thus  at  age  20,  the  rate  might 
be  $19.21  per  thousand,  and  that  is 
all  one  would  have  to  pay  whether 
he  lived  to  be  50,  80,  or  even  95. 
You  see,  when  the  company  issued 
the  policy,  it  determined  the  level 
amount  which  must  be  paid  each 
year  in  order  to  compensate  for  the 
increasing  yearly  cost  of  insurance. 

In  these  level-premium  policies 
one  pays  more  in  the  early  years  than 
the  current  cost  of  his  insurance. 
Consequently  a reserve  fund  accu- 
mulates to  his  credit.  This,  together 
with  future  premium  payments  and 
interest  earnings,  makes  it  possible 
to  pay  death  benefits  in  later  years 


when  premiums  alone  would  be  in- 
sufficient because  of  increasing  death 
rates.  The  policyholder  can  borrow 
against  his  pro  rata  share  of  the  re- 
serve fund;  or  if  he  wishes  to  drop 
the  policy,  he  can  collect  it  as  cash 
value.  Thus,  level-premium  insur- 
ance (or  old-line , as  it  is  often  called) 
provides  a savings  or  investment  fea- 
ture along  with  the  insurance.  The 
company  invests  these  reserve  funds 
from  all  its  policies.  These  invest- 
ments are  represented  by  the  assets 
which  are  held  in  trust  for  all  policy- 
holders. 

Each  year  larger  and  larger 
amount  of  the  premium  have  to  be 
used  to  pay  death  claims.  As  a result 
smaller  and  smaller  amounts  go  into 
the  reserve  fund.  However,  the  por- 
tion of  the  reserve  fund  pro  rated  for 
each  policy  grows  larger  because  of 
the  yearly  additions  to  it  plus  the 
accumulated  interest  it  has  earned. 
This  creates  a cash  and  loan  value  on 
the  policy.  The  rate  at  which  the  re- 
serve accumulates  is  planned  to  be 
such  that  if  the  insured  lives  to  be  a 
certain  age,  such  as  85,  96,  or  99,  de- 
pending on  the  mortality  table  used. 
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HISTORY  OF  10,000  LIFE  INSURANCE  POLICY  HOLDERS 

AU  THE  SAME  ACE;  EACH  PURCHASED  $1,000  OF  ORDINARY  LIFE  AT  AGE  35; 

MORTALITY  TABLE  USED;  AMERICAN  MEN,  3 V.  INTEREST;  NET  ANNUAL  PREMIUM  $18.99 
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An  interesting  study  of  comparative  insurance  facts. 


the  accumulated  reserve  will  be  equal 
to  the  face  value  of  the  policy.  The 
planning  is  based  on  estimates  of 
probable  interest  rates  to  be  earned 
by  the  reserve  funds. 

Of  course,  when  the  basic  pre- 
mium rates  are  set,  something  must 
always  be  added  to  cover  the  cost  of 
running  the  insurance  company.  This 
charge  is  known  as  the  loading.  Effi- 
cient companies  hold  expenses  low, 
while  inefficient  companies  some- 
times have  high  expense  ratios.  In 
1945,  life  insurance  companies  used 
an  average  of  41.2  cents  of  their  in- 
come dollar  to  pay  policyholders  and 
beneficiaries,  and  13.2  cents  for  ex- 
penses, while  they  added  42  cents  to 
policy  reserves,  1.2  cents  to  special 
reserves  and  surplus,  and  paid  2 cents 
in  taxes  and  .4  cents  in  dividends  to 


stockholders  (in  stock  companies). 

TYPES  OF  POLICIES 

All  policies  are  based  on  the  fun- 
damental principles  explained  above, 
but  there  are  several  different  types 
of  contracts  and  combinations  of 
types.  A wise  insurance  buyer 
must  know  all  types  and  choose 
those  which  best  meet  his  own  needs. 
The  most  common  are:  (1)  term  in- 
surance, (2)  ordinary  life,  (3)  lim- 
ited payment  life,  (4)  endowment, 
and  (5)  annuities. 

TERM  INSURANCE 

Term  insurance  is  a way  of  buying 
temporary  protection,  with  no  in- 
vestment feature.  The  insured  can 
seldom,  if  ever,  collect  upon  it,  for 
it  usually  has  no  cash  or  loan  value 
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at  any  time.  Payment  is  made  only 
if  the  insured  dies  during  the  term 
while  the  policy  is  in  force.  Term 
policies  are  usually  written  for  a 
period  of  one,  five,  ten,  or  twenty 
years,  although  some  are  written  for 
a longer  period.  Some  policies  are 
called  renewable  term,  which  means 
that  the  insured  can  renew  the  policy 
at  the  end  of  the  specified  term  (at  an 
increased  rate).  See  chart  below. 

If  one  is  thinking  entirely  of  pro- 
tection to  his  beneficiaries  over  a 
limited  period  of  time,  a term  policy 
may  be  desirable,  because  it  provides 
a maximum  of  protection  at  a mini- 
mum cost.  However,  term  insurance 
does  not  help  in  an  investment  or 
savings  program,  nor  is  it  the  best 
kind  of  insurance  to  carry  as  one 
grows  older,  because  the  premiums 
become  so  large  as  to  be  prohibitive 
for  most  people. 

Under  what  circumstances,  then, 
would  it  be  advisable  for  you  to  buy 
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term  insurance?  Here  are  some  of  the 
definite  purposes  for  which  term  in- 
surance provides  good  protection: 

1.  To  furnish  temporary  protection 
for  others  while  earning  capacity 
is  low  and  until  a permanent  plan 
can  be  afforded.  For  example,  a 
young  married  man  may  not  have 
the  money  to  buy  the  permanent 
insurance  his  family  should  have. 
He  can  buy  a term  policy  to  pro- 
tect them  until  he  can  afford  to 
buy  permanent  insurance. 

2.  To  supplement  a savings  program 
while  some  other  types  of  invest- 
ment are  slowly  accumulating  in 
value.  The  term  policy  can  be 
dropped  when  the  other  savings 
have  accumulated. 

3.  To  guarantee  the  payment  of 
loans.  You  may  have  borrowed 
money  to  go  to  school,  to  buy  a 
tractor  for  the  farm,  or  to  start 
in  business — money  which  you 
would  want  returned  even  if  you 
should  die. 

4.  To  protect  your  family  against 
mortgage  foreclosure  in  the  event 
of  your  death.  Term  insurance  is 
the  cheapest  way  you  can  find  to 
protect  your  interest  in  your  real 
estate. 

5.  To  make  sure  you  will  be  able  to 
purchase  a permanent  type  of  in- 
surance coverage  when  you  need 
it  (or  insure  your  insurability). 
Term  insurance  can  usually  be 
converted  into  a permanent  form 
within  a definite  period  of  years 
specified  in  the  contract,  generally 
without  a medical  examination. 
Even  if  you  have  contracted  tu- 
berculosis, developed  a leaking 
heart,  become  blind  or  lame  after 
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you  bought  your  term  policy,  you 
still  can  secure  a standard  policy 
at  the  same  rate  you  would  pay 
if  you  were  well  and  healthy.  This 
is  a very  important  feature  as 
there  will  always  come  a time 
when  you  can  no  longer  pass  an 
insurance  examination,  and  you 
cannot  foretell  when  that  time 
will  be. 

There  are  two  possible  ways  to 
convert  a term  policy.  One  is  to  con- 
vert it  as  of  the  original  date  when 
you  purchased  the  term  policy,  by 
paying  certain  accumulated  charges. 
This  gives  you  lower  premium  rates, 
and  may  secure  some  liberal  feature 
in  force  at  that  time,  but  it  may  re- 
quire a considerable  lump  sum  pay- 
ment. The  second  and  more  usual 
form  of  conversion  is  to  pay  the  rate 
for  the  new  insurance  at  the  at- 
tained age  and  not  at  the  age  when 
you  originally  took  out  the  term 
policy.  To  illustrate,  if  you  take  out 
a term  policy  at  age  20  and  at  age 
30  decide  to  convert  it,  you  must  pay 
the  age  30  rate.  At  age  20  the  term 
rate  is  approximately  $11  per  thou- 
sand; ordinary  life  is  about  $20  per 
thousand.  At  age  30  the  ordinary 
life  rate  is  about  $24.50  per  thou- 
sand. For  the  rest  of  your  life  you 
will  pay  approximately  $5  per  year 
more  than  if  you  had  taken  the  or- 
dinary life  policy  at  age  20.  How- 
ever, for  ten  years  you  had  insurance 
coverage  for  about  $9  per  year  less; 
to  say  this  in  another  way,  you  can 
carry  about  $1,800  worth  of  term 
insurance  for  every  $1,000  ordinary 
life. 

For  a short  period,  term  insurance 
costs  less  than  other  insurance;  for 


a longer  period — as  for  life — it  costs 
more,  and  it  offers  only  a death 
benefit. 

* * * 

Dr.  John  Davis  has  just  finished  his 
internship  and  is  starting  a practice.  He 
has  gone  in  debt  to  furnish  his  office 
and  he  still  has  some  college  debts  to 
pay.  He  believes  it  is  wise  to  pay  more 
rent  in  order  to  have  his  home  in  a good 
section  of  the  city.  He  has  a wife  and 
a one-year-old  son.  He  is  unable  at  this 
time  to  invest  any  money,  but  he  needs 
to  provide  insurance  protection  for  his 
family  and  he  needs  to  guarantee  the  re- 
payment of  his  accumulated  debts,  in  the 
event  of  his  death.  Show  how  a term 
policy  will  answer  his  needs. 

* * * 

ORDINARY  LIFE  INSURANCE 

This  type  is  sometimes  called 
straight  or  whole  life  insurance.  As 
its  name  suggests,  its  purpose  is  to 
provide  lifetime  protection  at  a rate 
which  can  never  increase.  Premiums 
are  payable  as  long  as  you  live,  or  as 
long  as  you  wish  to  continue  the 
protection.  The  face  of  the  policy  is 
payable  only  at  death. 

This  type  of  policy  provides,  in 
addition  to  protection,  some  invest- 
ment element.  The  premium  rate 
is  higher  than  the  rate  on  a term 
policy  because,  if  the  policy  is  con- 
tinued, it  must  some  day  be  paid  as 
a claim;  whereas  a term  policy  is 
paid  only  if  the  insured  dies  within 
the  term.  In  the  whole  life  policy,  the 
increasing  risk  of  death  is  averaged 
over  the  years  at  a level  premium. 
The  additional  payments  over  the 
current  cost  of  insurance  in  the  early 
years  build  up  a cash  or  loan  value 
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to  the  insured — a value  usually  some- 
what less  than  the  amount  paid  in 
by  premiums.  If  the  life  insurance 
policy  is  one  of  the  types  which  pay 
dividends  (to  be  discussed  later),  the 
policyholder  may  leave  such  divi- 
dends to  accumulate  with  the  com- 
pany and  thus  cause  his  policy  to  be 
paid  up  in  a number  of  years  or  to 
become  an  endowment  at  the  end  of 
an  additional  number  of  years. 

There  are  sound  reasons  for  the 
popularity  of  this  type  of  insurance. 
Most  individuals  cannot  afford  to 
buy  as  much  protection  as  they  need. 
Therefore,  they  prefer  a policy  with 
low  rates  so  that  the  total  amount 
of  protection  they  can  buy  will  be 
as  large  as  possible.  At  the  same 
time,  however,  they  want  to  be  sure 
they  will  have  some  cash  later  on. 
And  they  find  it  desirable  to  have  a 
policy  on  which  they  can  borrow 
money  or  which  they  can  put  up 
as  collateral  for  a loan.  Ordinary 
whole  life  insurance  combines  these 
features  at  a minimum  yearly  cost. 
It  has  the  lowest  premium  rate  of  any 
permanent  policy  on  the  level  pre- 
mium, legal  reserve  plan. 

PREFERRED  RISK  POLICIES 

These  policies  usually  have  a min- 
imum face  amount  of  $2,500  to 
$5,000.  The  premiums  are  low  be- 
cause the  company  requires  a rigor- 
ous medical  examination  before  is- 
suing a policy  and  selects  only  those 
persons  who  constitute  a low  risk. 
Also,  because  it  costs  no  more  to  issue 
a policy  for  $5,000  than  for  $1,000, 
the  administrative  costs  per  thou- 
sand are  low.  This,  too,  permits  a 
lower  premium  rate. 


FAMILY-INCOME  AND  FAMILY- 
MAINTENANCE  POLICIES 

These  are  combinations  of  whole 
life  and  term  policies.  A 20-year 
Family-Income  Policy  provides  that 
if  the  policyholder  dies  within  20 
years  after  he  takes  out  a policy,  his 
beneficiary  will  be  paid  $10  a month 
for  each  $1,000  of  the  policy,  for  the 
balance  of  20  years  after  the  policy 
was  taken  out.  At  the  end  of  the 
twentieth  year,  the  beneficiary  re- 
ceives, in  addition,  the  face  value  of 
the  policy  or  its  equivalent  in  the 
form  of  income.  If  the  insured  lives 
on  beyond  the  20-year  term  he  can 
continue  the  whole  life  portion  of 
the  policy  at  the  rate  for  ordinary 
life  in  effect  when  he  bought  the 
policy.  The  premiums  on  these  com- 
bination policies  run  only  a little 
higher  than  those  for  ordinary-life 
policies,  and  for  families  with  young 
children  they  are  often  excellent. 

For  example,  if  a man  who  has  a 
wife  and  a one-year-old  baby  takes 
out  a 20-year  family-income  policy 
and  dies  two  or  three  years  later,  the 
policy  will  assure  the  widow  and 
child  a monthly  income  until  that 
baby  is  21  years  of  age.  Then  the 
face  of  the  policy  will  become  due  to 
the  widow  either  as  a lump  sum  or  as 
income.  If  the  man  had  lived,  he 
could  have  continued  paying  on  the 
policy  as  an  ordinary  whole  life 
policy  after  the  20-year  period  was 
up. 

Family-maintenance  policies  are 
similar  except  that  a 20-year  policy 
of  this  kind  would  pay  its  monthly 
income  for  20  years  after  the  death 
of  the  insured  should  he  die  within 
20  years  after  purchase  of  the  policy. 
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To  illustrate  the  difference,  suppose 
two  men  buy  policies  of  the  two 
types  in  1950,  and  both  die  in  1960. 

The  beneficiaries  under  the  family-in- 
come policy  will  receive  a monthly  in- 
come until  1970,  then  the  face  of  the 
policy.  The  beneficiaries  under  the 
family-maintenance  policy  will  receive 
a monthly  income  until  1980,  then  the 
face  of  the  policy. 

Naturally,  therefore,  family-main- 
tenance policies  cost  more  since  the 
company  runs  the  risk  of  having  to 
extend  the  monthly  income  payment 
over  a longer  period.  Both  kinds  of 
insurance  are  available  in  10-year 
and  15 -year  as  well  as  20-year 
policies. 

Generally,  the  insured  can  request 
the  company  to  commute  the  value 
of  these  policies;  that  is,  pay  out  the 
entire  proceeds  in  cash  instead  of 
paying  them  in  a monthly  income. 
To  illustrate,  a $1,000  20-year  family 
income  policy,  if  paid  in  a lump 
sum,  would  give  about  $2,600  cash 
to  the  beneficiary  if  the  insured 
died  the  year  the  policy  was  issued; 
about  $1,400,  if  he  died  the  sixteenth 
year;  $1,000,  if  he  died  the  twentieth 
or  thereafter.  Some  people  use  the 
commuted  values  of  family-income 
policies  so  that  the  estate  will  have 
available  cash  with  which  to  pay  off 
mortgages  or  meet  some  similar  obli- 
gation in  case  of  death. 

LIMITED-PAYMENT  POLICIES 

This  type  of  policy  is  similar  to 
ordinary  life  in  nearly  all  respects 
except  that  premiums  are  paid  for 


a limited  number  of  years  instead  of 
for  life.  The  face  of  the  policy  is 
payable  only  at  the  death  of  the  in- 
sured, even  if  that  occurs  after  all 
premiums  have  been  paid.  That  is, 
if  you  buy  a $1,000  20-year  payment 
policy,  you  cannot  collect  $1,000  (the 
face  value)  when  you  make  the  last 
payment,  although  you  can  receive 
whatever  cash  value  has  accumu- 
lated. The  rates  are  higher  than 
those  on  ordinary  whole  life  policies, 
which  means  that  the  policy  has 
more  investment  value  than  an  or- 
dinary whole  life  policy,  but  it  gives 
less  protection  to  others  for  a given 
annual  premium.  If  a participating 
policy,  it  will  become  an  endowment 
at  the  end  of  a certain  number  of 
years  if  the  dividends  are  left  with 
the  company  to  accumulate  interest 
and  are  used  for  this  purpose. 

Many  young  men  prefer  20-  or 
30-payment  life  policies  to  ordinary 
whole  life  because  they  do  not  like 
to  look  forward  to  paying  premiums 
the  rest  of  their  lives,  even  long  after 
their  earning  powers  have  declined. 
They  want  a stopping  place  beyond 
which  they  do  not  have  to  pay  any 
more  premiums.  There  is  obviously 
some  advantage  in  this  (though  they 
should  not  forget  that  at  age  of,  say, 
60,  they  could  stop  paying  on  an 
ordinary  life  policy  and  take  its  ac- 
cumulated cash  value  or  take  re- 
duced paid-up  insurance  or  extended 
term  insurance).  But  the  great  dis- 
advantage is  that  the  young  family 
man  may  not  be  able  to  afford  as 
much  protection  of  this  type  as  his 
family  needs.  While  his  income  and 
his  babies  are  both  still  small,  his 
best  choice  is  probably  low-priced 
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insurance — ordinary  whole  life  alone 
or  in  combination  with  term  insur- 
ance. A better  type  than  20-  or  30- 
payment  life  for  young  men  who 
wish  to  be  through  paying  at  some 
later  date  is  life  paid  up  at  65.  This 
gives  relatively  low-cost  insurance 
and  yet  does  not  require  continuing 
payments  after  the  normal  age  of 
retirement. 

ENDOWMENT  POLICIES 

The  face  value  of  an  endowment 
policy  is  payable  at  the  end  of  the 
number  of  years  specified  in  the  con- 
tract, or  at  death  if  that  occurs  within 
the  endowment  period.  The  premi- 
ums cease  when  the  policy  becomes 
due.  The  short-term  endowment  pol- 
icy carries  by  far  the  highest  invest- 
ment element  of  the  four  types.  But 
| it  provides  the  least  protection  to 
one’s  beneficiaries  for  a given  annual 
premium.  It  is  mostly  a short-range 
savings  plan  with  some  protection 
for  the  beneficiary. 

This  type  of  policy  may  be  used 
by  people  who  need  not  only  life 
insurance  protection  for  dependents 
but  also  a definite  sum  of  money  or 
income  at  some  specified  later  date. 
Most  endowment  policies  provide 
for  either  cash  or  a guaranteed  life 
income  at  the  maturity  date. 

Young  people  seem  to  favor  20- 
year  endowments,  perhaps  because 
it  seems  too  far-fetched  to  plan  for 
any  longer  ahead  than  twenty  years. 
Also,  it  is  comforting  to  think  of  the 
cash  that  will  come  due  then.  If  you 
I take  a 20-year  endowment  policy  at 
the  age  of  20,  you  will  receive  the 
cash  when  you  are  40,  and  it  may 


come  in  handy  then  to  pay  a mort- 
gage or  to  expand  your  business.  But 
there  are  also  arguments  against 
short-term  endowment  policies.  At 
40,  you  may  be  at  the  peak  of  your 
productive  career  and  the  future 
may  look  so  promising  you  may  de- 
cide to  spend  the  money  on  some- 
thing you  don’t  really  need — and 
then  wish  later  you  hadn’t.  The 
same  self-confidence  (coupled  with 
short-sightedness)  may  cause  you  to 
postpone  taking  out  more  insurance, 
and  you  may  discover  when  you’re 
45  that  no  company  will  insure  you 
and  your  middle-aged  ailments.  Even 
if  you  handle  the  whole  situation 
well  and,  say,  decide  to  buy  a new 
policy,  the  premium  will  be  much 
higher  than  it  was  when  you  were 
20.  This  again  brings  up  the  point 
that  you  must  examine  your  insur- 
ance program  again  and  again  as  you 
go  through  life  and  fit  it  to  suit  your 
personal  needs. 

Perhaps  the  greatest  reason  why 
a young  person  should  take  care  not 
to  become  overloaded  with  high-pre- 
mium policies  is  that  they  may  make 
it  difficult  for  him  to  buy  sufficient 
lower-cost  insurance  later,  if  he 
marries  and  has  a family  to  protect. 
At  that  time,  if  he  has,  for  example, 
only  $100  a year  to  spend  for  insur- 
ance, he  will  want  to  buy  as  much 
financial  protection  as  he  possibly 
can  with  it. 

When  parents  have  an  adequate 
program  of  family  protection  and 
can  afford  to  take  out  insurance  on 
their  babies,  a short-term  endow- 
ment can  be  used  to  accumulate 
available  cash  for  college.  Usually, 
however,  the  same  amount  of  money 
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might  better  be  used  for  a policy — 
not  necessarily  an  endowment  policy 
— on  the  life  of  the  parent;  the  child 
is  thus  assured  of  cash  for  an  educa- 
tion if  the  parent  dies,  whereas  if  the 
insurance  were  on  the  life  of  the 
child,  the  parent’s  death  might  re- 
sult in  lapsing  the  policy  before  a 
sufficient  sum  had  accumulated  for 
the  desired  education.  (However,  for 
a small  extra  premium,  a clause  can 
usually  be  added  to  a child’s  policy 
waiving  further  premium  payments 
should  the  head  of  the  family  die  or 
be  disabled  before  the  child  reaches 
a certain  age.)  If  the  parent  lives, 
the  cash  surrender  or  loan  value  of 
the  policy  can  be  used,  if  necessary, 
to  meet  college  expenses.  This  em- 
phasizes again  the  principle  that  in 
the  main  insurance  should  be  on  the 
life  of  the  breadwinner,  rather  than 
on  that  of  a dependent. 

Long-term  endowments  (to  ma- 
ture, for  example,  at  age  60  or  65) 
are  attractive  policies  to  be  used  for 
old-age  incomes.  Women  seem  to 
favor  endowments  at  60  and  men  at 
65.  The  proceeds  can  generally  be 
taken  either  in  a lump  sum  or  as  a 
monthly  income. 

As  a general  rule,  it  is  better  for 
young  people  to  buy  policies  which 
provide  for  premium  payments 
throughout  their  productive  years. 

LIFE  ANNUITY  CONTRACTS 

A life  annuity  provides  a regular 
income  from  a given  date  until 
death.  The  chief  value  of  an  annuity 
is  as  regular  income  for  oneself 
from  a definite  sum  of  money, 
rather  than  as  protection  for  one’s 


dependents.  One  buys  life  insurance 
because  he  knows  he  may  die  and 
wants  to  leave  money  for  his  de- 
pendents; he  buys  a life  annuity  be- 
cause if  he  lives  to  be  old  he  wants 
to  have  an  assured  income. 

An  Immediate  Life  Annuity  is 
one  in  which  the  buyer  (the  annui- 
tant) pays  a lump  sum  and  receives 
immediately  in  return  an  annual, 
semi-annual,  quarterly,  or  monthly 
income  as  long  as  he  lives.  In  case  of 
death,  there  is  no  refund,  even  if 
death  occurs  the  day  after  the  annu- 
ity is  purchased.  If  a man  buys  an 
Instalment  Refund  Annuity,  and 
dies  before  he  receives  back  what  he 
paid  in,  his  beneficiary  will  continue 
to  collect  an  income  from  the  con- 
tract until  payments  made  to  both 
annuitant  and  survivor  equal  the 
original  price  of  the  annuity.  In 
the  Cash  Refund  Annuity,  the  bene- 
ficiary gets  any  balance  of  the  pur- 
chase price  still  remaining  as  a lump 
sum  of  cash  instead  of  an  income. 

A Deferred  Life  Annuity  is  one 
that  does  not  start  paying  the  income 
immediately  but  at  some  later  speci- 
fied date,  such  as  when  one  reaches 
65.  It  may  be  paid  for  in  one  lump 
sum  or  by  a series  of  payments  over  a 
period  of  years.  It  may  be  written 
with  or  without  a refund  provision. 
A Joint  and  Survivors  Life  Annuity 
is  a contract  which  provides  for  pay- 
ment of  a stipulated  income  until 
the  death  of  the  last  survivor  of  two 
or  more  annuitants.  Of  course  such 
a contract  costs  somewhat  more  than 
an  annuity  on  a single  life. 

Fortunately,  the  benefits  of  an 
annuity  contract  can  be  combined 
with  life  insurance.  For  in  the  case  of 
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He  can  use  the  cash  value  of  his  or- 
dinary life  insurance  policies  as  an 
endowment  fund  on  which  the  com- 
pany will  pay  him  a life  income. 

SUMMARY 

We  have  looked  briefly  now  at  the 
basic  types  of  life  insurance  policies 
and  annuity  contracts.  All  policies 
belong  to  one  of  the  above  types 
or  combine  some  features  of  two  or 
more  types.  To  get  a general  idea  of 
the  values  of  the  several  types,  we 
can  compare  them  in  two  ways. 

For  example,  we  can  take  the  two 
basic  purposes  of  insurance — protec- 
tion for  others  and  investment  for 
oneself — and  see  what  is  offered  by 
each  type  of  insurance  (see  chart). 

Another  method  of  comparison  is 
to  show  how  much  of  each  type  a 
given  amount  of  money  will  buy. 
Assuming  that  a person  at  age  20  can 
save  $100  a year  and  wishes  to  put 
it  into  insurance,  the  following  table 
shows  what  he  can  buy  by  investing 
in  each  of  several  types. 


WHAT  $100  WILL  BUY 


Type  of  Policy 
( nonparticipating ) 

Annual 
Rate  per 
$1,000  of 
Insurance1 

Amount  of 
Insurance 
$100  a Year 
Will  Buy 

Cash  Value 
at  Age  65 
per  $100 
Annual 
Premium 

Monthly  Life 
Income  at  Age 
65,  Men  (10- 
yrs.  certain)2 

Term  (10-year) 

$ 8.33 

$12,005 

None 

None 

Ordinary  Life 

14.63 

6,835 

$4,005 

$24.19 

Limited  Payment  Life-20  Yrs. 

25.95 

3,854 

2,286 

16.83 

Endowment  at  Age  65 

18.62 

5,371 

5,371 

32.44 

20  Yr.  Endowment 

46.01 

2,173 

2,173 
(age  40) 

7.54 
(age  40) 

1 All  the  rates  are  shown  on  a nonparticipating  basis  (policies  without  dividends) . The  initial 
premium  rates  on  a participating  basis  would  be  higher,  but  as  dividends  would  be  payable,  the 
net  outlay  would  be  comparable.  A dividend  represents  a return  of  the  unused  portion  of  the 
premium  to  the  policyholder. 

2 “Ten-years  certain”  means  that  the  policyholder  will  receive  the  income  during  his  life,  but 
in  case  of  his  death  before  the  ten  years’  payments  have  been  made,  the  payments  will  be  made 
to  the  beneficiary  up  to  the  end  of  the  ten  years. 
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most  policies  for  $1,000  or  more 
which  accumulate  a cash  value,  the 
insured  person  has  the  option  of  ap- 
plying the  cash  value  to  the  purchase 
of  an  annuity.  For  example,  here  is 
a man  with  several  children;  while 
they  were  growing  up  he  wanted 
to  secure  maximum  protection  for 
them;  therefore  he  could  not  spare 
funds  to  invest  in  annuities.  So  he 
bought  ordinary  whole  life  policies. 
Now  his  children  are  grown  but  he  is 
facing  retirement  and  needs  income. 
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THREE  FORMS  OF 


We  have  covered  all  the  major 
types  of  life  insurance  policies.  It  is 
necessary  to  consider  now  the  three 
forms  under  which  policies  may  be 
purchased. 

ORDINARY  INSURANCE 

The  most  versatile  form  of  life 
insurance,  the  kind  purchased  in 
larger  amounts  than  any  other  form, 
is  known  as  ordinary  insurance. 
Ordinary  insurance,  in  its  various 
policy  forms,  which  we  have  already 
discussed,  can  be  adapted  to  meet  al- 
most every  conceivable  type  of  hu- 
man need  for  financial  protection. 

At  the  end  of  1946,  there  were 
over  55,000,000  ordinary  policies 
outstanding  in  the  United  States  for 
a total  of  over  $116  billion  of  life  in- 
surance. The  average  size  of  policy  is 
over  $2,100. 

Ordinary  policies  are  almost  al- 
ways issued  in  amounts  of  $1,000  or 
more  and  a medical  examination  or 
other  evidence  of  good  health  is  re- 
quired of  the  applicant.  Premiums 
are  payable  yearly,  semi-annually, 
quarterly,  or  sometimes  even  month- 
ly. Policy  forms  contain  provisions 
for  income  settlement  of  policy  pro- 
ceeds at  the  election  of  the  insured 
or  his  beneficiary. 


LIFE  INSURANCE 

Ordinary  insurance  is  purchased 
by  those  who  have  a need  of  life 
insurance  in  amounts  in  excess  of 
$1,000  and  who  are  able  to  accumu- 
late the  larger  sums  of  money  which 
are  required  for  premium  payments 
at  infrequent  intervals.  Ordinary  in- 
surance is  used  almost  exclusively  in 
the  building  of  comprehensive  life 
insurance  programs. 


INDUSTRIAL  INSURANCE 

This  might  also  be  called  weekly 
premium  insurance,  although  many 
industrial  policies  are  paid  for  by  the 
month.  It  is  intended  primarily  for 
persons  engaged  in  industrial  occu- 
pations who  receive  weekly  wages. 
It  is  simply  life  insurance  in  small 
“packages”  to  meet  the  requirements 
of  the  people  in  the  lower-income 
groups  who  find  it  necessary  to  make 
premium  payments  in  smaller 
amounts  and  at  more  frequent  in- 
tervals than  is  required  with  ordi- 
nary insurance.  It  gets  its  name  from 
the  fact  that  it  was  introduced  origi- 
nally for  workers  in  industry. 

At  the  end  of  1946,  the  people  of 
the  United  States  owned  106,500,000 
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industrial  life  insurance  policies, 
which  provided  them  with  insur- 
ance amounting  to  $30,000,000,000. 
The  three  large  companies  writing 
industrial  policies  pay  around  $425,- 
000,000  a year  to  industrial  policy- 
holders and  their  beneficiaries — as 
death  benefits,  for  endowments,  for 
disability  benefits,  and  as  cash  sur- 
render values. 

The  premiums  on  industrial  poli- 
cies are  usually  payable  weekly  or 
monthly  in  unit  amounts  of  a nickel 
or  multiples  thereof.  The  amount 
of  insurance  provided  by  a given 
unit  of  weekly  or  monthly  premium 
depends  upon  the  age  of  the  insured 
at  the  issuance  of  the  policy.  The 
face  value  of  an  industrial  policy 
is  almost  always  less  than  $1,000.  A 
representative  of  the  company  col- 
lects the  premiums  by  personal  call, 
or  premiums  may  be  paid  direct  to 
the  district  office  of  the  company  at 
some  saving  to  the  insured. 

These  policies  are  popular  with 
many  people,  largely  because  they 
do  not  have  the  money  to  buy  large 
amounts  of  insurance  and  because 
of  the  convenience  of  having  the 
payments  collected  at  home.  Many 
of  those  who  buy  industrial  policies 
cannot  mail  checks  because  they  do 
not  have  bank  accounts,  and  going 
to  the  office  of  an  insurance  company 
or  to  the  Post  Office  for  a postal 
money  order  would  be  expensive 
and  an  inconvenience  to  them. 
Then,  too,  medical  examinations  are 
not  usually  required,  and  disability 
and  accidental  death  features  are 
included. 

Nevertheless,  despite  the  popu- 
larity of  industrial  insurance,  it  does 


not  entirely  answer  the  insurance 
needs  of  the  wage  earners  who  carry 
it.  The  weekly  collections,  the  small- 
ness of  the  policies,  the  fact  that 
medical  examinations  are  not  usu- 
ally required,  all  have  added  to  the 
cost  of  this  insurance.  Therefore,  the 
total  of  the  fifty-two  weekly  pay- 
ments per  $1,000  of  insurance  is 
much  in  excess  of  the  yearly  rate  of 
ordinary  insurance.  And  the  wage 
earner  is  the  one  who  can  least  afford 
to  buy  high-cost  policies.  If  the  wage 
earner  could  save  the  same  amount 
per  year  and  pay  it  in  one  lump  sum 
for  ordinary  insurance,  he  could  se- 
cure considerably  more  protection 
for  the  money.  But  many  families 
cannot  purchase  insurance  on  such 
terms,  and  would  obtain  no  life  in- 
surance were  it  not  for  industrial 
policies. 

On  the  whole,  industrial  insur- 
ance is  looked  upon  by  those  who 
hold  it  mainly  as  protection  to  pay 
the  expenses  of  a last  illness  and 
burial  and  to  provide  some  funds  for 
the  period  of  readjustment. 


GROUP  INSURANCE 


This  is  a form  of  insurance  that  is 
distributed  through  groups.  The 
group  is  usually  made  up  of  the  em- 
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ployees  of  a given  firm  or  of  a city 
or  some  governmental  unit.  But  a 
group  may  also  be  made  up  of  mem- 
bers of  a labor  union  or  of  small 
loan  borrowers  from  a bank.  There 
are  five  general  types  of  group  in- 
surance policies:  (1)  group  life  in- 
surance, (2)  group  accident  and 
health  insurance,  (3)  group  hospi- 
talization insurance,  (4)  group  an- 
nuities and  pensions,  and  (5)  group 
accidental  death  and  dismember- 
ment insurance.  The  first  group  life 
insurance  policy  was  sold  in  1911  to 
the  Pantasote  Company,  a company 
with  fewer  than  one  hundred  em- 
ployees. The  first  large  company  to 
buy  a policy  was  Montgomery  Ward 
& Company  in  1912. 

Group  life  insurance  is  written 
under  a blanket  (master)  policy 
which  is  issued  to  the  employer  or 
sponsoring  association.  It  usually 
covers  more  than  fifty  employees. 
It  may  be  written  with  or  without 
medical  examinations,  although  usu- 
ally without.  The  policy  is  generally 
written  on  the  term  insurance  plan, 
although  recently  there  has  been 
some  use  of  permanent  forms  of  life 
or  endowment  plans.  Each  individ- 
ual insured  receives  a certificate 
which  gives  the  amount  of  insurance, 
which  is  usually  equivalent  to  one 
or  two  years’  earnings,  the  name  of 
the  beneficiary,  and  a statement  to 
the  effect  that  he  is  granted  the  right 
to  buy  an  ordinary  type  of  life  or 
endowment  policy  without  evidence 
of  insurability  in  the  event  of  termi- 
nation of  his  employment. 

The  premiums  are  usually  shared 
by  employer  and  employees.  How- 
ever, in  some  cases  they  may  be  paid 


by  the  employer  alone.  The  cost  is 
determined  by  an  analysis  of  the  pos- 
sible losses  in  the  group  as  indicated 
by  the  ages,  environment,  occupa- 
tion, and  general  health  of  the 
members. 

Before  group  life  insurance  was 
first  written  in  1911,  a survey  by  the 
National  Industrial  Conference 
Board  showed: 

1.  That  a great  majority  of  workers 
carried  no  insurance  at  all. 

2.  That  those  who  were  protected 
carried,  on  the  average,  less  than 
$500  of  insurance. 

3.  That  a large  number  of  workers 
could  not  obtain  individual  life 
insurance  because  of  their  ad- 
vanced age,  physical  infirmity,  or 
occupational  hazard. 

4.  That  many  workers,  eligible  for 
insurance,  could  not  afford  to 
carry  the  amount  of  protection 
they  needed. 

Group  insurance  has  improved 
this  situation  considerably.  One 
great  advantage  of  group  insurance, 
especially  from  the  point  of  view  of 
the  older  workers,  many  of  whom 
could  not  otherwise  buy  insurance, 
is  that  no  medical  examination  is 
required.  Another  advantage  that 
should  not  be  overlooked  is  that 
an  insured  employee  leaving  the 
group  can  convert  without  medical 
examination  to  a like  amount  on  any 
of  the  regular  plans  except  term  in- 
surance. However,  it  will  cost  him 
more  because  it  is  converted  at  his 
attained  age.  In  general,  the  group 
method  constitutes  an  economical 
way  of  handling  insurance,  and  rates 
are  rather  low. 
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LIFE  INSURANCE  AS  AN  INVESTMENT 


Throughout  this  section  we  have 
frequently  mentioned  insurance  as 
an  investment — as  an  outlet  into 
which  we  can  put  our  savings  and 
have  them  work  for  us.  Let  us  con- 
sider insurance  from  this  standpoint. 
Most  investments  are  graded  on 
eight  different  counts:  safety  of 
principal,  rate  of  return,  marketa- 
bility, diversification,  possible  in- 
crease in  value,  stability,  satisfactory 
denominations,  and  incentive  to 
save.  Where  does  life  insurance  stand 
in  regard  to  these  qualifications? 

1.  SAFETY  OF  PRINCIPAL:  HIGH. 

No  investment  is  absolutely  safe. 
But  the  first  principle  of  sound  in- 
vestment is  that  the  money  put  into 
it  be  safe.  The  risk  on  money  put 
into  an  insurance  company  is  very 
low.  Few  life  insurance  companies 
have  ever  failed;  even  the  great  de- 
pression failed  to  shake  the  well- 
established  companies.  Even  when 
companies  have  failed,  death  claims 
have  been  met  promptly  and  in  full 
in  nearly  every  case.  It  is  true  that 
the  cash  value  and  amount  of  paid  up 
endowments  have  suffered  occasion- 
ally, though  not  nearly  so  often  as 
money  has  been  lost  in  other  enter- 
prises. Many  times,  if  the  individual 
was  willing  to  postpone  the  time  for 
receiving  settlement,  he  received  all 
that  his  contract  promised  him. 

Remember  that  if  an  insurance 
policy  is  cashed  in  one  does  not  re- 
ceive the  whole  amount  paid  in  pre- 
miums. A certain  proportion  of  any 
insurance  premium  must  always  go 


to  pay  for  the  protection  being  given, 
and  for  the  policyholder’s  pro-rata 
share  of  operating  expenses,  and  the 
insured  cannot  expect  to  get  that 
portion  back  or  to  receive  interest 
on  it. 

2.  RATE  OF  RETURN:  MEDIUM. 

The  chief  purpose  of  investment — 
as  distinguished  from  merely  put- 
ting money  into  safekeeping — is  that 
it  should  earn  interest  or  dividends. 
Generally  speaking,  the  rate  of  re- 
turn on  very  safe  investments  will 
not  be  so  high  as  that  promised  on 
more  risky  enterprises  where  there  is 
a much  greater  chance  of  loss  of  all 
interest  and  even  of  principal.  Since 
life  insurance  companies  are  limited 
by  law  to  investments  of  the  highest 
types,  the  return  is  not  high.  Because 
of  this  insurance  reserves  are  gen- 
erally calculated  on  the  assumption 
that  the  investments  will  earn  iy2  or 
3 per  cent.  This  rate  is  exceeded  by 
many  other  kinds  of  investment,  but 
the  stability  of  the  income  from  in- 
surance investments  is  high.  (Note 
that  the  rate  is  figured  on  the  re- 
serves, which  are  always  less  than 
the  total  premiums  paid.) 

3.  marketability:  high. 

The  owner  of  any  security  wants 
to  know  that  he  can  convert  it  into 
cash  easily  if  he  needs  to  do  so.  For 
hard  times  come  to  most  people 
when  the  need  for  quick  cash  may  be 
great.  Insurance  rates  high  as  an  in- 
vestment in  this  respect  because  the 
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cash  or  loan  value  of  an  insurance 
policy  is  generally  paid  on  demand. 
Companies  have  a clause  in  their 
contracts  reserving  the  right  to  post- 
pone such  payments  for  three  or  six 
months  after  notice  has  been  given 
but  the  right  is  seldom  exercised, 
and  if  it  is,  it  is  in  the  policyholder’s 
interest  as  a means  of  preventing  a 
run  on  the  company. 

4.  diversification:  high. 

No  one  has  yet  invented  a fool- 
proof system  for  investing,  so  wise 
investors  do  not  put  all  their  eggs 
in  one  basket.  For  a small  investor 
to  achieve  diversification  by  himself 
is  difficult.  But  when  he  buys  an  in- 
surance policy,  it  is  automatically 
backed  by  all  the  diversified  re- 
sources of  the  company.  These  re- 
sources are  varied  and  scattered 
enough  to  compensate  for  local  dif- 
ficulties such  as  real  estate  slumps, 
droughts,  earthquakes,  and  floods, 
and  consequently  they  free  the  in- 
vestor from  the  same  risks. 

5.  POSSIBLE  INCREASE  IN  VALUE  I LOW. 

Life  insurance  is  not  purchased  to 
make  speculative  profits  through  an 
increase  in  value.  It  is  true  that  when 
the  insured  dies  soon  after  buying 
a policy,  his  beneficiaries  receive 
much  more  than  he  paid.  But  this 
does  not  constitute  an  increase  in  the 
value  of  the  policy. 

6.  stability:  high. 

A good  investment  should  not  de- 
preciate in  value.  In  an  insurance 
policy  the  contract  states  the  face 
value  which  is  stable  and  the  specific 
cash,  loan,  and  paid-up  insurance 


values,  which  increase  from  year  to 
year.  The  dividends  of  a participat- 
ing policy  do  fluctuate  with  the  oper- 
ating experience  of  the  company. 

7.  SATISFACTORY  DENOMINATIONS: 
HIGH. 

An  investor  must  be  financially 
able  to  buy  the  amount  offered  for 
sale.  Many  persons  could  never  have 
bought  a U.  S.  War  Bond  if  the 
smallest  denomination  offered  had 
been  $1,000.  In  purchasing  insur- 
ance a prospective  investor  can  buy 
as  much  or  as  little  as  he  desires,  as- 
suming that  he  can  meet  the  regular 
standards  of  health,  occupation,  and 
good  character  set  by  the  insurance 
company. 

8.  INCENTIVE  TO  SAVE:  HIGH. 

Many  people  find  it  difficult  to 
save  unless  there  is  a special  incen- 
tive. An  insurance  contract  requires 
the  regular  payment  of  a certain 
amount  each  year,  month,  or  week, 
and  the  investor  is  reminded  by 
premium  notices  that  it  is  time 
to  make  an  addition  to  his  invest- 
ment. This  removes  the  question  of 
whether  or  not  the  investor  will  put 
aside  some  money  this  week  or  wait 
a couple  of  months.  How  important 
this  may  be  depends  upon  the  indi- 
vidual: Some  persons  would  never 
save  except  by  putting  themselves 
under  some  compulsion;  others 
would  save  just  as  much  without 
anything  to  force  them. 

Caution  About  Oversaving.  If  sav- 
ings contracts  call  for  too  large  a 
sum,  or  if  the  contracts  run  for  too 
long  a period  of  time,  they  can  be- 
come burdensome  to  the  investor. 
This  is  especially  true  in  times  of 
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unemployment  or  other  periods  of 
economic  stress.  As  a result,  the  in- 
vestor may  become  disgusted  with 
his  whole  insurance  program  and 


drop  more  of  it  than  is  necessary.  To 
avoid  this,  it  is  important  to  keep 
one’s  insurance  program  within  his 
capacity  to  pay. 


QUESTIONS  AND  PROBLEMS 

1.  If  you  were  to  attend  a high  school  class  reunion  in  1960,  how 
many  of  your  present  number  could  you  expect  to  be  alive  to  join  you? 
Explain  how  an  insurance  company  uses  mortality  tables  to  calculate 
premium  rates. 

2.  Why  is  ordinary  life  insurance  more  generally  used  than  annuity 
contracts?  What  are  some  of  the  limitations  of  short-term  endowment 
policies? 

3.  If  you  had  $5,000  to  invest  and  had  no  special  need  for  more  in- 
surance protection,  would  you  invest  it  in  an  insurance  policy  anyway? 
If  not,  explain  what  advantages  your  own  investment  program  has  over 
insurance. 
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It’s  the  matching  up  of  the  ensemble  that  counts. 


Buying  life  insurance  is  something 
like  buying  clothes.  You  plan  your 
wardrobe  and  buy  what  is  needed  to 
fit  the  plan.  And  in  the  long  run  it’s 
the  matching  up  of  the  whole  en- 
semble that  counts  far  more  than  any 
one  piece.  In  buying  insurance  there 
are  a few  general  rules  to  follow. 
Then  there  are  a number  of  specific 
points  to  examine  in  each  policy. 

GENERAL  PRINCIPLES 

1.  THINK  BEFORE  YOU  BUY 

Too  many  people  give  more  time 
to  selecting  a new  hat  than  they  do 
to  buying  an  insurance  policy,  al- 
though the  latter  may  be  the  biggest 
single  investment  of  their  whole 
lifetime.  Some  people  buy  the  first 
insurance  policy  suggested  to  them, 


simply  because  it  seems  like  a “good 
buy”  at  the  moment,  without  devot- 
ing any  real  thought  to  their  needs  or 
the  best  policy  to  fit  those  needs.  Un- 
less you  are  sure  of  your  needs  and 
ability  to  pay,  it’s  a pretty  good  rule 
not  to  buy  any  insurance  policy  the 
first  time  an  agent  calls  on  you.  Wait 
for  a few  days.  Analyze  your  needs 
and  decide  whether  the  policy  he  rec- 
ommends will  fit  them. 

2.  PROGRAM  YOUR  INSURANCE 

It’s  the  whole  wardrobe,  not  any 
one  garment,  that  makes  the  well- 
dressed  man  or  woman.  Remember 
that.  Apply  it  to  insurance.  An  in- 
surance program,  like  a wardrobe, 
must  serve  a variety  of  purposes. 
And,  like  clothes,  it  must  meet  in- 
dividual needs. 

Generally,  the  wisest  way  to  make 
sure  insurance  meets  your  needs  is 
to  have  a reliable  agent  analyze  your 
whole  situation  and  make  recom- 
mendations. Then  you  can  make  the 
final  decision. 

3.  NEVER  BUY  MORE  THAN  YOU  CAN 
PAY  FOR 

Insurance  isn’t  the  only  desirable 
thing  in  life.  Having  what  you  need 
in  the  present  is  as  important  as  pro- 
viding for  the  future.  Budget  your 
needs  and  your  funds,  decide  what 
you  can  afford,  and  then  stand  by 
your  decision.  Insurance  advertise- 
ments and  agents  sometimes  paint  a 
beautiful  picture  of  living  at  ease  on 
the  proceeds  of  retirement  insur- 
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ance,  and  make  it  seem  very  easy; 
but  in  most  cases  analysis  will  show 
that  other  needs,  such  as  protection 
for  one’s  dependents,  are  more  im- 
portant. Above  all,  don’t  buy  expen- 
sive forms  of  insurance  that  give  you 
no  more  protection  than  cheaper 
policies,  unless  you  can  afford  the 
extra  money  as  investment. 

4.  don’t  drop  one  policy  to  buy 

ANOTHER 

There  are  exceptions  to  this  rule, 
but  they  are  rare.  Rates  go  up  as 
you  grow  older,  so  you’ll  pay  a 
higher  rate  if  you  shift.  Further- 
more, since  interest  rates  have  been 
going  down,  it  is  often  true  that  older 
policies  provide  lower  premium 
rates  and  more  liberal  monthly  life 
incomes  under  the  settlement  op- 
tions than  new  ones  can.  Besides  you 
may  lose  certain  advantages  that 
come  only  after  you’ve  had  a policy 
for  several  years,  such  as  incontest- 
ability, and  increased  cash  and  loan 
values.  Reliable  agents  will  tell  you 
that  nine  times  out  of  ten,  in  the 
shift  from  an  old  policy  to  a new  one, 
no  one  gains  but  the  agent  who  sells 
the  new  policy. 

Most  agents  are  honest,  and  they 
are  trained  to  give  you  good  advice. 
Their  companies  urge  them  to  serve 
; the  best  interests  of  their  customers. 
And  they  themselves  know  that  in 
the  long  run  they  will  achieve  the 
greatest  income  and  satisfaction  by 

! honest  service.  Still,  agents  live 
mostly  by  commissions  on  their  sales. 
And  their  employers  often  put  pres- 
sure on  them — by  contests,  sales  quo- 
tas, etc. — to  step  up  sales.  So  a few 


of  them  yield  to  the  temptation  to  be- 
come “twisters” — salesmen  who  sell 
new  policies  by  talking  people  into 
discarding  old  ones.  This  is  illegal 
in  most  states. 

We  repeat:  if  an  agent  or  anyone 
else  suggests  a change  in  policies, 
take  your  time.  Know  clearly  why  he 
thinks  you  should  change.  Write  to 
your  State  Insurance  Department 
for  advice  about  your  old  policies, 
or  consult  the  local  Life  Under- 
writers Association,  or  write  to  the 
Institute  of  Life  Insurance,  60  East 
42nd  Street,  New  York  17,  N.  Y.  If 
you  aren’t  convinced  that  a change  is 
advisable,  don’t  change. 

ANALYZING  POLICY 
PROVISIONS 

The  pages  of  an  insurance  policy 
may  not  be  as  exciting  to  read  as  a 
detective  story,  but  you  owe  it  to 
yourself  to  find  out  exactly  what  is 
being  offered  for  sale.  Before  buying 
any  policy  you  should  have  a reliable 
agent  explain  to  you  several  policies 
which  might  fit  your  situation.  Ana- 
lyze their  provisions  so  that  you  may 
select  the  one  best  for  you.  Even 
after  you  have  bought  a policy  you 
need  to  keep  acquainted  with  its 
provisions,  especially  with  the  op- 
tions it  provides  you.  It  is  astonishing 
how  many  advantages  people  lose  by 
not  knowing  how  the  policies  they 
own  could  be  used.  A good  agent  will 
follow  closely  your  changing  needs 
for  protection  and  suggest  options 
that  it  would  be  to  your  advantage 
to  elect. 

In  the  sections  that  follow  will  be 
sketched  some  of  the  things  to  look 
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for  in  an  ordinary  policy.  The  pro- 
visions of  industrial  policies  differ 
somewhat.  These  sections  will  be 
easiest  for  you  to  understand  if  you 
will  look  up  each  item  as  you  go  in 
one  or  more  actual  policies — perhaps 
a policy  belonging  to  you  or  to  some- 
one in  your  family,  or  else  a sample 
acquired  from  a company. 

The  big,  summary  rule  is:  Read 
Your  Policy;  Know  What’s  In  It. 

1.  START  WITH  THE  FACE  OF  THE 
POLICY 

The  first  page  of  the  policy  gives 
a compact  summary  of  the  main  pro- 
visions of  the  contract.  The  inside 
pages  furnish  the  details  of  your 
rights,  privileges,  and  obligations. 

The  first  page  is  in  the  form  of  a 
summary  of  the  policy  contract.  It 
gives  your  name,  your  age,  the  date, 
the  amount  for  which  you  are  in- 
sured (the  face  amount),  the  name 
of  the  beneficiary,  and  the  kind  of 
policy  it  is.  There  will  be  a statement 
of  the  premium  you  agree  to  pay  and 
when  it  is  to  be  paid — whether 
annually,  semi-annually,  quarterly, 
monthly,  or  weekly;  also  the  com- 
pany’s guarantee  to  pay  the  bene- 
ficiary (in  an  endowment  policy, 
either  the  beneficiary  or  the  insured) 
under  certain  circumstances.  Fi- 
nally, the  page  includes  a stipulation 
that  the  provisions  stated  on  the  fol- 
lowing pages  are  part  of  the  contract. 
An  authorized  official  of  the  com- 
pany signs  your  contract. 

2.  KNOW  THE  RULES  GOVERNING 
CONTESTABILITY 

Before  a company  issues  you  a 
policy,  it  will  ask  you  for  considera- 
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ble  information  about  yourself,  and 
it  may  give  you  a physical  examina- 
tion. On  the  basis  of  the  facts  thus 
revealed,  the  company  decides  how 
good  a risk  you  are,  whether  it  cares 
to  insure  you,  and  if  so,  what  pre- 
mium rate  it  is  to  charge. 

If  an  applicant  knowingly  makes 
an  error  or  falsifies  some  informa- 
tion, the  company  might  be  left 
assuming  risks  which  it  should  not 
be  expected  to  assume.  Therefore 
most  policies  provide  a term  of  one 
to  three  years  during  which  they  may 
be  “contested”;  that  is,  if  the  com- 
pany finds  out  during  this  period 
that  it  is  being  deceived,  it  can  take 
action  to  correct  the  situation.  But 
if  it  takes  no  action  during  this  pe- 
riod, the  policy  becomes  “incontesta- 
ble.” Otherwise,  you  see,  a firm 
might  accept  payments  for  years  and 
years,  then  refuse  to  pay  a just  claim 
because  of  some  error,  perhaps  a 
small  technical  one. 

* * * 

What  do  the  policies  you  are  studying 
provide  in  this  respect?  What  do  you 
think  would  be  the  most  desirable  pro- 
visions? Do  you  see  that  an  applicant 
has  an  obligation  to  be  careful  and 
honest? 

* * * 

3.  KNOW  THE  RULES  GOVERNING 
MISSTATEMENT  OF  AGE 

Since  rates  are  based  on  age,  a 
wrong  rate  would  result  if  the  age 
were  misstated — whether  intention- 
ally or  by  mistake.  But  in  other  re- 
spects the  contract  would  be  fair  to 
both  parties.  Therefore,  if  it  is  later 
found  that  the  age  was  misstated, 
the  policy  is  not  canceled.  The  com- 


pany is  simply  obliged  to  change  the 
amount  of  insurance  to  the  amount 
which  the  same  premium  would 
have  secured  if  the  age  had  been 
given  correctly. 

4.  KNOW  THE  RULES  REGARDING 
REINSTATEMENT 

You  cannot  be  sure  that  at  some 
time  you  may  not  be  in  temporary 
financial  difficulties  and  have  to  drop 
a policy.  You  always  have  so-called 
“days  of  grace” — generally  twenty- 
eight  to  thirty-one  days  after  the  pre- 
mium is  due — before  the  policy  laps- 
es. If  it  is  not  paid  within  that  period 
the  policy  lapses  but  later  you  may 
wish  to  reinstate  it.  To  do  so,  you 
will  need  to  meet  the  company’s 
standards  of  insurability;  that  is,  you 
must  still  be  healthy  and  otherwise 
acceptable  for  insurance.  And  you 
will  have  to  pay  the  overdue  pre- 
miums plus  accumulated  interest. 

* * * 

What  requirements  for  reinstate- 
ment does  the  policy  you  are  study- 
ing include? 

* * * 

5.  DECIDE  WHETHER  YOU  WANT  PRE- 
MIUM WAIVER  FOR  TOTAL  DISABILITY 

This  is  an  important  point.  You 
buy  insurance  to  get  certain  protec- 
tion and  security,  and  the  most  im- 
portant thing  about  the  whole  ar- 
rangement is  its  sureness.  But  if  you 
became  physically  or  mentally  dis- 
abled and  were  unable  to  pay  the 
premium  on  the  policy,  it  would 
lapse.  The  very  security  you  wanted 
would  vanish  just  when  you  needed 
it  most. 
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By  paying  an  added  premium  a 
policyholder  can  eliminate  this  un- 
certainty. For  he  can  secure  a “pre- 
mium waiver”  which  says  in  effect 
that  if  he  becomes  totally  disabled 
the  company  will  pay  the  premiums 
for  him.  Thus  it  will  keep  his  policy 
in  full  force  without  his  paying  any 
more  premiums  during  disability. 

The  exact  provisions  vary:  In  most 
cases  total  disability  is  defined  as 
that  which  prevents  one  from  doing 
any  kind  of  work  for  compensation 
or  profit.  In  addition,  total  loss  of 
sight,  loss  of  both  hands  or  both  feet, 
or  one  hand  and  one  foot,  may  con- 
stitute total  disability  in  themselves. 
Most  companies  exclude  disabilities 
resulting  from  military  or  naval  serv- 
ice in  time  of  war,  self-injury  or  at- 
tempted suicide,  or  violation  of  the 
law  by  the  insured.  Some  companies 
make  waivers  of  premium  available 
in  men’s  policies  to  age  65;  others 
only  to  age  60  or  55.  Few  companies 
extend  them  in  women’s  policies  be- 
yond age  60 , and  some  terminate 
them  at  age  50,  or  when  the  woman 
marries.  In  all  cases  the  waiver  be- 
comes effective  only  after  a certain 
period,  usually  six  months  from  be- 
ginning of  disability.  Premiums  paid 
during  this  period  are  refunded 
when  the  disability  is  proved. 

Another  type  of  disability  clause, 
common  in  industrial  policies,  pro- 
vides a cash  payment  as  well  as 
waiver  of  premiums  in  certain  cases. 
The  cost  of  this  feature  is  included 
in  the  regular  premium  rate. 

* * * 

What  does  the  waiver  clause  re- 


garding disability  cost  in  added  pre- 
miums in  the  policy  you  are  studying? 
* * * 

6.  STUDY  THE  PROVISIONS  FOR 
METHOD  OF  SETTLEMENT 

Most  ordinary  policies  have  cer- 
tain choices  for  the  payment  of  pro- 
ceeds, which 

a.  The  insured  may  select  for  the 
beneficiary. 

b.  The  insured  may  select  for  his 
own  use  during  his  lifetime. 

c.  The  beneficiary  may  select  after 
the  insured’s  death. 

Using  these  options  wisely  is  a big 
factor  in  getting  full  value  from  one’s 
insurance.  For  example,  there  might 
be  a needy,  childless  old  couple  with 
an  ordinary-life  policy  for  $10,000 
which  they  had  considered  merely 
as  a lump  sum  to  be  left  to  someone 
when  they  die;  but  they  could  take 
the  cash  value,  or  they  could  have  it 
paid  to  them  in  the  form  of  life  in- 
come, as  long  as  either  of  them  lived. 

In  general,  the  options  have  to  do 
with: 

a.  Whether  the  benefits  are  to  be 
paid  after  the  death  of  the  insured 
or  at  some  period  during  his  life- 
time. 

b.  Whether  the  benefits  are  to  be 
paid  in  lump  sum  or  by  instal- 
ments. If  a policy  is  being  used 
for  protection  of  a mortgage  or 
for  some  such  purpose,  a lump 
sum  will  be  needed.  Likewise, 
there  is  usually  need  for  some 
lump  sum  payment  after  the  in- 
sured’s death,  to  clean  up  debts, 
funeral  costs,  etc.  But  if  the  pro- 
ceeds of  the  policy  will  go  to 
children  or  to  a widow  inexperi- 
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enced  in  handling  money  or  if  an 
endowment  will  mature  during 
one’s  middle  age,  instalment  in- 
come payments  may  create  more 
lasting  security. 

Generally,  furthermore,  options 
are  provided  to  take  the  income  pay- 
ments in  one  or  more  of  several 
forms: 

a.  Monthly  income  for  life. 

b.  Payment  at  regular  intervals  of 
whatever  equal  instalments  are 
desired,  until  the  funds  are  used 
up. 

c.  Monthly  income  for  a certain 
number  of  years. 

d.  Leaving  proceeds  with  the  com- 
pany at  a specified  rate  of  interest, 
the  money  to  be  withdrawn  ac- 
cording to  whatever  agreement  is 
made  with  the  company. 

Some  persons  may  choose  to  take 
an  income  for  life.  Others — particu- 
larly those  with  small  children — may 
prefer  a larger  monthly  sum  for  a 
shorter  period. 

Griffin  M.  Lovelace,  in  his  book 
The  House  of  Protection,  lists  the 
following  advantages  of  instalment 
income  settlements: 

a.  The  income  begins  immediately. 
There  is  no  delay  in  selecting  in- 
vestments. 

b.  The  productive  funds  are  never 
idle,  awaiting  investment  or  re- 
investment. 

c.  A fixed  minimum  income  is  paid. 

d.  Since  the  income  is  regular,  the 
beneficiary  can  arrange  her  scale 
of  living  expenses  accordingly. 


e.  The  life  insurance  company  does 
all  the  work  of  investing,  collect- 
ing interest,  and  keeping  the  in- 
vestment accounts. 

f.  Creditors  cannot  attach  the  in- 
surance fund,  and  the  beneficiary 
cannot  successfully  anticipate  or 
assign  it. 

Life  income  options  vary  widely 
among  different  life  insurance  com- 
panies. The  amount  will  vary  with 
different  companies  according  to  the 
interest  rate  guaranteed  and  the 
mortality  table  used.  To  protect 
fully  the  interests  of  the  beneficiary, 
it  is  advisable  for  the  insured  to  elect 
income  options  for  the  beneficiary. 
If  the  insured  has  not  done  so,  how- 
ever, the  beneficiary  should  consult 
a qualified  agent  immediately  upon 
the  death  of  the  insured.  After  doing 
so,  if  the  beneficiary  is  still  not  sure 
what  should  be  done  with  the  pro- 
ceeds of  the  policy,  the  money  should 
be  left  with  the  company  at  interest 
until  he  has  had  time  to  think. 

* * * 

What  settlement  options  are  available 
in  the  policies  you  are  studying?  Think 
of  several  typical  family  situations. 
Which  option  should  you  prefer  for  each 
case? 

* * * 

7.  NOTE  PROVISIONS  FOR  CHANGE 
OF  PLAN 

Most  companies  make  it  possible 
for  a policy  owner  to  change  to  other 
types  of  policies  in  case  one’s  insur- 
ance needs  change.  For  example,  a 
man  may  have  purchased  an  ordi- 
nary whole  life  policy  at  age  30  be- 
cause he  needed  low-premium  pro- 
tection for  his  family.  At  40,  when  he 
is  well  established  in  business  and  has 
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acquired  a surplus  of  funds,  he  may 
feel  that  he  would  like  to  change  his 
policy  to  an  endowment  payable  at 
age  65.  Or,  on  the  other  hand,  he 
may  have  purchased  an  endowment 
policy  and  want  to  change  to  a lower- 
premium  plan.  Changing  to  a lower- 
premium  policy  means  an  increase 
in  the  risk  for  which  the  company  is 
responsible  and  for  this  reason  com- 
panies generally  require  evidence  of 
good  health  when  such  a change 
is  contemplated.  Otherwise  all  the 
people  in  poor  health  would  take  ad- 
vantage of  this  opportunity.  Chang- 
ing to  a higher-premium  policy 
means  a reduction  in  the  risk  for 
which  the  company  is  responsible, 
but  increases  the  investment  for 
which  the  company  is  responsible. 
Consequently,  companies  are  also 
cautious  about  this  kind  of  change. 

Methods  and  possibilities  of 
change  vary  with  the  insurance  com- 
pany and  with  different  policies 
issued  by  the  same  company.  You 
can  know  about  them  by  studying 
your  own  policies  and  consulting  an 
agent. 

8.  NOTE  PROVISIONS  FOR  OBTAINING 
LOANS 

After  a certain  number  of  years 
(generally  two  or  three)  loans  may 
be  made  against  a policy  (except  a 
term  policy).  This  loan  value  grows 
from  year  to  year.  A table  in  the 
policy  itself  shows  how  much  can  be 
borrowed  at  any  time.  Insurance 
policy  loans  have  two  unique  charac- 
teristics: 

a.  The  company  has  no  right  to  re- 
fuse the  loan,  although  state  laws 


permit  it  to  postpone  the  loan  for 
some  such  period  as  90  days  to 
6 months.  This  privilege  is  rarely 
used,  but  it  protects  against  a 
possible  “run”  on  the  company’s 
funds.  Neither  can  the  company 
demand  repayment  at  any  time. 
But  it  withholds  any  unpaid 
balance  of  the  loan  from  the  face 
of  the  policy  if  a claim  becomes 
payable. 

b.  The  interest  rate  is  fixed.  It  can- 
not be  higher  than  that  stated  in 
the  policy,  although  sometimes 
companies  charge  less  and  the 
rate  is  the  same  for  small  as  for 
large  loans. 

Some  people  may  not  understand 
why  it  is  necessary  to  pay  interest  on 
a policy  loan,  or  why  any  unpaid 
balance  remaining  at  death  must  be 
deducted  from  the  face  amount  of 
the  policy.  This  will  become  clear 
when  it  is  remembered  that  life  in- 
surance is  a risk-sharing  plan  which 
can  operate  successfully  only  when 
a large  group  of  people  band  to- 
gether for  mutual  protection.  The 
reserve  fund,  including  interest  earn- 
ings of  this  fund,  is  necessary,  along 
with  regular  premium  payments 
from  all  members  of  the  insured 
group  if  all  death  claims  are  to  be 
paid.  This  is  the  very  basis  of  legal 
reserve  life  insurance. 

It  follows,  therefore,  that  if  any 
member  of  the  insured  group  with- 
draws his  share  of  the  reserve  fund, 
the  withdrawal  amounts  to  a pre- 
payment of  a portion  of  the  face 
value  of  his  policy  and  if  this  loan 
remains  unpaid  at  death,  it  must  be 
deducted  from  the  face  of  the  policy. 
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Furthermore,  the  operation  of  the 
insurance  plan  depends  upon  regu- 
lar interest  earnings  on  the  reserve 
fund.  If  policyholders  were  to  bor- 
row from  this  fund  without  paying 
interest,  the  plan  could  no  longer 
function  successfully.  Sufficient  in- 
terest must  be  charged  on  policy 
loans  to  replace  earnings  which 
would  be  realized  through  normal 
investment  channels  and  at  the  same 
time  cover  the  company’s  expense  in 
making  and  servicing  the  loan. 

The  necessity  for  making  such 
loans  on  demand  means  that  the 
company  must  have  large  amounts 
of  ready  cash  or  highly  liquid  securi- 
ties, such  as  United  States  Govern- 
ment bonds.  Since  such  securities  do 
not  carry  a high  rate  of  interest, 
company  earnings  are  held  down. 
However,  the  loan  privilege  may  be 
of  tremendous  value  to  the  policy- 
holder in  times  of  emergency. 

9.  STUDY  THE  PROVISIONS  REGARDING 
LAPSE 

Any  one  can  run  into  stormy 
weather  and  just  not  have  the  money 
to  pay  the  premium  on  a policy;  or 
some  other  compelling  reason  may 
make  it  seem  wise  to  cease  premium 
payments. 

If  you  are  forced  to  stop  payment 
on  a policy,  don’t  assume  that  the 
policy  then  has  no  value.  Except 
for  term  policies,  most  policies  have 
considerable  value  after  they  have 
run  two  or  three  years,  so  there  is 
usually  some  provision  for  a settle- 
ment if  they  are  lapsed  after  this 
period.  Settlement  provisions  gener- 
ally come  under  the  following  heads: 

a.  Cash  Surrender  Value.  As  a 


policy  grows  older  the  reserve  funds 
accumulate,  and  the  policy  has  an  in- 
creasing cash  value.  A table  in  the 
policy  tells  you  what  the  cash  value 
is  in  each  year.  At  any  time  after  the 
first  two  or  three  years  you  can  ter- 
minate the  policy  and  take  this  cash 
settlement.  Of  course  when  you  do 
so  the  policy  is  forever  dead  and  you 
are  without  its  protection.  So  it  isn’t 
an  action  to  be  taken  lightly. 

The  loan  value  of  a policy  is  the 
same  as  the  cash  value,  so  if  your 
need  for  money  is  only  temporary 
and  you  think  you  can  pay  back  a 
loan  within  a reasonable  time,  it 
might  be  better  to  borrow  on  the 
policy  than  to  cash  it  in.  In  general, 
if  you  still  have  a need  for  the  pol- 
icy’s protection,  it  is  sounder  to  bor- 
row than  to  cancel  the  policy. 

b.  Paid-Up  Insurance.  If  you 
terminate  a policy  which  has  an  ac- 
cumulated cash  value,  you  can  gen- 
erally choose  to  use  it  to  buy  a paid- 
up  policy.  That  is,  if  your  policy  has 
a cash  value  of  $250,  you  simply  buy 
as  .large  a policy  as  $250  will  buy  at 
your  age.  On  such  a policy  you  will 
never  have  to  make  another  payment 
and  at  death  or  maturity  the  amount 
of  the  policy  will  become  payable. 
The  rate  is  cheaper  than  if  you  pur- 
chased a new  single-premium  policy 
as  there  are  no  commissions  or  over- 
head expenses  to  pay. 

Of  course,  the  amount  of  the  paid- 
up  policy  will  be  less  than  the  face 
of  your  original  policy.  Sometimes 
this  arrangement  is  applied  auto- 
matically if  a policy  is  lapsed.  But 
you  may  have  options.  If  so,  choose 
the  one  you  want. 

c.  Extended  Term  Insurance. 
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If  you  fail  to  make  payments  after  a 
cash  value  has  been  accumulated,  it 
may  be  used  to  buy  term  insurance 
for  the  definite  number  of  years  and 
days  stated  in  the  policy.  Thus  if  you 
died  within  the  term  period  speci- 
fied, the  original  face  amount  of  the 
policy  would  generally  be  payable. 
Sometimes  this  feature  operates  au- 
tomatically if  you  do  not  make  some 
other  choice.  Know  what  your  policy 
provides  and  let  the  company  know 
what  you  wish  to  be  done  with  the 
cash  value  of  your  insurance. 

d.  Automatic  Premium  Loan. 
Some  policies  provide  that  if  you  fail 
to  pay  your  premium  and  have 
elected  this  provision  in  your  policy, 
the  company  will  pay  the  premium 
for  you  by  means  of  a policy  loan. 
Should  you  also  fail  to  pay  subse- 
quent premiums,  the  company  will 
continue  to  do  this  until  the  total 
outstanding  indebtedness  against  the 
policy  equals  the  cash  surrender 
value.  After  that  the  policy  is  dead. 
If  you  die  while  the  company  is  pay- 
ing the  premiums  out  of  the  cash 
value  of  your  policy,  your  benefi- 
ciary will  receive  the  face  of  the 
policy  less  the  amount  of  indebted- 
ness plus  interest.  If  you  desire  to 
keep  your  policy  in  force,  you  will 
need  to  resume  paying  premiums, 
plus  interest  on  the  loan,  as  quickly 
as  possible.  Of  course,  you  will  want 
to  repay  the  loan  as  soon  as  possible 
in  order  to  restore  the  policy  to  its 
original  condition. 

The  important  thing  for  you,  the 
buyer  of  insurance,  to  remember  is 
to  read  your  policy  and  to  know  what 
special  provisions  it  contains.  If  you 
decide  that  you  do  not  want  the 


automatic  features,  elect  the  features 
you  do  want.  Use  your  right  to  send 
written  directions  to  your  company 
and  whenever  possible  do  it  ahead  of 
your  needs. 

10.  NOTE  PROVISIONS  FOR  USE  OF 
DIVIDENDS 

Some  policies  state  that  the  com- 
pany will  pay  dividends  to  the  in- 
sured. This  provision  occurs  in  all 
“participating”  policies.  The  divi- 
dends arise  from  the  following 
sources.  In  either  a stock  company  or 
mutual  company  they  may  represent 
earnings  on  the  invested  reserve 
funds  in  excess  of  reserve  require- 
ments. They  may  come  from  fewer 
deaths  than  estimated  in  calculating 
the  premium  and  expenses  lower 
than  anticipated.  Policy  dividends 
result  from  the  practice  of  fixing  the 
premiums  somewhat  higher  than 
will  be  needed  under  normal  condi- 
tions. This  is  a sort  of  safety  valve  to 
take  care  of  the  unexpected.  But  if 
the  year  is  not  abnormally  bad,  the 
company  returns  some  or  all  of  the 
extra  charge. 

The  amount  of  dividends  will 
fluctuate  from  year  to  year  on  the 
basis  of  current  operating  experi- 
ence. As  a rule  the  policyholder  has 
several  options  about  dividends: 

a.  He  may  take  them  in  cash. 

b.  He  may  apply  them  toward  pay- 
ment of  premiums. 

c.  He  may  use  them  to  purchase 
additional  paid-up  life  insurance. 
Amounts  thus  purchased  will  be 
added  to  the  face  value  of  the 
policy. 

d.  He  may  leave  them  to  accumulate 
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at  interest,  subject  to  future  de- 
cisions as  to  their  use. 

* * * 

Do  you  find  these  provisions  in  any 
of  the  policies  you  are  studying?  If  you 
owned  a policy  which  paid  dividends, 
which  dividend  option  do  you  think  you 
would  take?  Why? 

* * * 

11.  NOTE  PROVISIONS  FOR  DOUBLE 
INDEMNITY 

Most,  if  not  all,  companies  will 
include  for  a small  extra  premium 
a provision  calling  for  the  payment 
of  double  the  face  amount  of  the 
policy  should  death  occur  as  a direct 
result  of  bodily  injuries  caused  by 
an  accident.  In  most  instances,  this 
benefit  is  payable  only  for  accidental 
deaths  occurring  before  a certain  age, 
usually  sixty  or  sixty-five.  Also,  in 
most  instances,  certain  causes  of 
death  are  specifically  excluded  be- 
cause they  are  either  not  accidental, 
difficult  to  prove  as  accidental,  or  are 
too  likely  to  occur  to  warrant  insur- 
ing against  for  such  a low  rate.  The 
causes  of  death  usually  excluded  are 
those  resulting  from  disease,  bodily 
or  mental  infirmity,  infection  (un- 
less from  accidental  injury),  medical 
or  surgical  treatment  (except  for  an 
injury),  suicide,  aviation  (except  as 
a farepaying  passenger  on  a regular 
airline),  participation  in  strikes,  riot 
or  insurrection,  violation  of  the  law 
by  the  insured,  or  while  the  insured 
is  in  the  military,  naval,  or  air  forces. 

If  you  are  going  to  pay  for  a 
double  indemnity  feature,  at  least 
be  sure  you  know  what  kinds  of 
accidents  are  not  covered.  In  any 


event,  you  should  think  carefully 
before  buying  such  a feature.  Your 
chances  of  dying  in  one  of  the 
methods  specified  may  be  small.  And 
insurance  should  be  planned  accord- 
ing to  the  survivors’  needs,  not  ac- 
cording to  how  you  happen  to  die. 
Generally  speaking,  a man’s  widow 
or  child  will  need  no  more  money 
if  he  dies  accidentally  than  if  death 
comes  as  a result  of  a disease. 

The  chief  value  of  the  accidental 
death  feature  is  for  those  young 
married  men  who  have  heavy  finan- 
cial obligations  toward  their  depend- 
ents and  who  cannot  afford  as  yet 
sufficient  life  insurance  protection  to 
take  adequate  care  of  their  depend- 
ents in  event  of  their  death  from  any 
cause.  In  such  cases,  for  a small  extra 
premium  they  may  provide  the 
needed  protection  against  a hazard 
which  may  be  more  likely  to  occur 
while  they  are  young  and  active  than 
in  later  years  when  they  will  be  able 
to  provide  sufficient  family  protec- 
tion through  regular  life  insurance. 

12.  NOTE  ANY  EXCLUSION  CLAUSES 

Some  insurance  policies,  especially 
among  those  sold  by  mail,  without 
medical  examination,  to  anyone 
from  8 to  80,  make  so  many  exclu- 
sions that  they  do  not  really  give 
much  insurance.  There  are  more  ex- 
ceptions than  protection.  Even  poli- 
cies in  good  companies  sometimes 
contain  exclusion  clauses.  To  il- 
lustrate : 

a.  Some  of  the  mail-order  policies 
say  that  the  proceeds  will  not  be 
paid  if  you  die  “risking  your  life,” 
which  means  if  you  die  as  a vol- 
unteer or  professional  fireman  or 
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policeman,  or  from  drowning  res- 
cuing your  kid  brother,  or  doing 
anything  that  the  company  may 
interpret  as  unnecessarily  danger- 
ous. 

b.  Some  companies  (even  good  ones) 
refuse  to  pay  if  death  comes  from 
breaking  the  law;  one  can  see  that 
this  is  reasonable  if  applied  to 
commission  of  a crime,  but  a shy- 
ster company  might  apply  it  also 
to  driving  through  a red  light  by 
mistake. 

c.  During  war  time  practically  all 
companies  insert  a so-called  “war 
clause”  in  all  their  new  policies 
which  excludes  from  full  coverage 
civilian  deaths  as  a result  of  war 
while  outside  the  United  States 
and  Canada  and  deaths  in  the 
armed  forces  occurring  abroad. 
These  restrictions,  which  apply 
only  to  new  policies  and  not  to 
policies  already  in  effect,  are  nec- 


essary because  the  regular  pre- 
mium rates  are  based  on  normal 
hazards  only.  During  war  time  a 
very  large  percentage  of  the  ap- 
plicants for  new  insurance  would 
be  those  who  are  most  likely  to 
serve  in  the  armed  forces.  As  soon 
as  the  war  is  over,  the  companies 
no  longer  include  the  war  clause 
in  new  policies  and  in  most  cases 
they  also  cancel  the  war  clause  in 
outstanding  policies. 

* * * 

Make  a list  of  all  the  exclusion 
clauses  you  can  find  in  the  various  poli- 
cies members  of  the  class  have  collected. 
Evaluate  them.  If  you  see  policies  be- 
ing advertised  in  newspapers  or  maga- 
zines or  hear  ads  on  the  radio,  it  might 
be  interesting  to  follow  up  one  or  two 
and  analyze  the  offered  policies  to  see 

exactly  what  they  would  be  worth. 

* * * 


QUESTIONS  AND  PROBLEMS 

1.  Suppose  a widow  who  is  left  a $10,000  insurance  policy  at  the 
age  of  45  has  bills  totaling  $4,300  to  pay.  If  she  should  invest  the  re- 
maining $5,700  at  3 per  cent  she  would  receive  $14.25  a month  in- 
come. She  would  have  the  $5,700  left  if  she  always  invested  wisely.  She 
could,  of  course,  also  use  part  of  the  capital  from  time  to  time. 

If  she  should  leave  the  money  with  a life  insurance  company,  it  will 
pay  her  a life  income  of  about  $20  per  month,  under  the  20-year  cer- 
tain plan;  that  is,  if  she  lives  beyond  65  there  will  be  no  money  left  for 
her  heirs.  However,  if  she  lives  to  be  105  she  will  still  be  receiving  the 
monthly  check.  What  arguments  do  you  see  for  or  against  each  course? 

2.  If  an  insured  person  desires  to  make  a policy  loan,  what  security 
is  required?  If  the  insured  is  in  poor  health  can  the  company  refuse  to 
make  the  loan?  If  he  is  a poor  credit  risk?  Give  reasons  for  your  an- 
swers. 

3.  If  a beneficiary  is  not  satisfied  with  the  settlement  option  the  in- 
sured selected  for  him,  can  he  change  it? 
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4.  Why  has  so  much  emphasis  been  placed  on  the  importance  of  care- 
fully reading  over  any  insurance  policy  you  plan  to  buy?  What  are 
some  of  the  things  that  could  happen  to  your  insurance  if  you  were 
ignorant  of  its  finer  details? 


BUYING  YOUR  INSURANCE 

Even  though  one  can  learn  much 
about  life  insurance  in  a general 
way,  he  still  cannot  pretend  to  know 
all  its  intricacies,  as  the  expert  knows 
them.  Therefore,  it  is  sensible  to 
depend  to  a large  extent  on  the 
assurance  one  gets  by  dealing  with 
competent,  reliable  sellers.  Com- 
plete satisfaction  in  this  respect  re- 
quires the  backing  of  both  a good 
company  and  a good  local  represent- 
ative. 

The  questions  follow  then:  How 
do  you  pick  a good  agent?  How  do 
you  pick  a good  company? 

SELECTING  AN  AGENT 

The  qualifications  of  life  insur- 
ance agents  are  being  raised  decade 
by  decade.  All  states  require  a license 
to  solicit  life  insurance  and  in  some 
states  this  license  is  issued  only  after 
a written  examination.  More  and 
more  college-trained  men  and  women 
are  choosing  to  sell  insurance  as 
their  life  work.  Most  companies  re- 
quire prospective  agents  to  pass  a 
sales  aptitude  test  and  also  have 
training  courses  for  their  agents. 
There  are  still  some  agents  who 
know  only  enough  to  sell  policies, 
who  cannot  give  you  really  expert 
assistance,  but  they  are  becoming 
fewer. 

Good  books  on  life  insurance  and 


related  topics  have  become  available 
to  agents  in  increasing  numbers. 
Progressive  agents  carry  on  special 
study  of  such  topics  as  life  insurance 
salesmanship,  general  finance,  in- 
vestments, taxation,  etc.,  through 
courses  offered  by  their  local  life  un- 
derwriters associations.  In  1927  the 
National  Association  of  Life  Under- 
writers created  the  American  Col- 
lege of  Life  Underwriters 

1.  to  establish  an  educational  stand- 
ard for  the  profession  of  life 
underwriting; 

2.  to  encourage  and  foster  the  train- 
ing of  students  in  educational 
institutions  for  the  career  of  pro- 
fessional life  underwriters; 

3.  to  co-operate  with  universities  and 
colleges  in  general  life  insur- 
ance education  for  laymen;  and 
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4.  to  award  to  properly  qualified 
life  underwriters  a professional 
recognition  in  the  Chartered  Life 
Underwriter’s  (C.L.U.)  certifi- 
cate. 

All  this  preparation  is  not  too 
much.  For  the  life  insurance  agent 
is  not  merely  selling  a commodity. 
He  is  guiding  one  of  the  largest  in- 
vestments most  of  us  ever  make,  and 
what  he  recommends  may  greatly 
influence  our  own  lives  and  those  of 
our  dependents.  Therefore,  a con- 
sumer might  set  very  high  standards 
for  his  insurance  agent  such  as  these : 

1.  He  must  know  what  types  of 
policies  are  available,  and  how 
to  fit  the  various  kinds  to  your 
various  needs. 

2.  He  should  understand  economic 
matters,  for  he  is  an  investment 
counselor. 

3.  He  should  know  your  state  laws 
concerning  wills,  trusts,  estates, 
probate  laws,  functions  of  execu- 
tors, trustees,  and  guardians;  your 
state  and  national  inheritance, 
estate,  and  income  tax  laws;  the 
problems  connected  with  prop- 
erty estates  of  individual  firms, 
partnerships,  and  corporations. 

4.  He  should  have  a sense  of  square 
dealing  and  be  honest  enough  to 
tell  you  not  to  take  too  much  in- 
surance as  well  as  to  show  you 
why  you  should  take  more. 

5.  He  should  be  friendly,  sympa- 
thetic, and  kind,  able  to  be  an 
adviser  rather  than  merely  a sales- 
man. 

All  of  this  boils  down  to  two 
fundamentals:  A good  agent  must 


have  the  understanding  and  skill  to 
analyze  your  situation  and  help  you 
plan  a good  total  program  of  insur- 
ance; and  he  must  have  the  charac- 
ter to  do  his  job  honestly. 

A Warning  About  Rebates.  On 
rare  occasions  a salesman  may  try 
to  persuade  you  to  take  a policy  by 
sharing  his  commission  with  you. 
Never,  never  accept  a rebate.  It  is 
illegal,  and  if  you  accept  it  you  are 
equally  guilty  with  the  agent.  An 
agent  who  has  honestly  served  you 
deserves  his  pay.  He  has  a living  to 
make,  and  you  have  no  right  to  be 
a party  in  making  that  living  dis- 
honest. 

Anyway,  how  good  service  should 
you  expect  to  get  from  an  agent  who 
broke  the  code  of  his  profession  and 
the  law  of  his  state  in  selling  to  you? 
What  are  the  laws  of  your  state  on 
rebates? 

CHOOSING  AN  INSURANCE  COMPANY 

Whenever  the  problems  of  buying 
are  being  discussed — whether  it’s  the 
buying  of  an  auto,  a beefsteak,  or  a 
breakfast  food  for  the  puppy — one 
answer  comes  up  the  same:  “Deal 
with  a good,  reliable  firm.”  And 
certainly  that’s  especially  good  ad- 
vice with  reference  to  life  insurance, 
where  all  the  emphasis  is  on  long- 
time stability. 

But  how  can  you  pick  the  good 
firm?  Few  people  are  sufficiently  ex- 
pert to  pick  a company  by  analyzing 
its  annual  statement.  Not  many 
people  are  familiar  with  the  manage- 
ment policies  of  any  particular  com- 
pany. Comparisons  between  com- 
panies on  the  basis  of  the  relative 
net  cost  of  similar  policies  are  not 
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always  accurate,  conclusive,  or  pro- 
phetic of  the  future;  and  the  old  idea 
of  comparing  mortality  (death  loss) 
ratios  has  been  discredited.  What, 
then,  is  an  an  accurate  and  reliable 
guide  for  the  layman  in  the  selection 
of  a company? 

Well,  first  of  all,  every  life  insur- 
ance company  comes  under  the  regu- 
lation and  careful  scrutiny  of  the 
insurance  department  of  every  state 
in  which  it  is  licensed  to  operate. 
Any  company  represented  by  an 
agent  within  a particular  state  must 
be  licensed  to  operate  in  that  state. 
To  operate  in  a state,  a company 
must  first  fulfill  the  legal  require- 
ments set  up  by  that  state  for  the 
protection  of  its  residents.  The  com- 
pany must  maintain  certain  required 
legal  reserves;  must  invest  only  in 
those  types  of  securities  prescribed  as 
suitable  for  life  insurance  companies 
by  the  law  of  the  state;  must  file 
its  annual  financial  reports  with  the 
state;  and  must  submit  to  periodic 
detailed  examinations  by  representa- 
tives of  the  state  insurance  commis- 
sioner. In  other  words,  a company 
must  be  judged  thoroughly  sound 
before  it  is  allowed  to  transact  busi- 
ness within  the  borders  of  a state. 

So,  first  of  all,  select  a company 
licensed  to  operate  in  your  state.  If 
in  doubt  about  this  point,  write  to 
the  insurance  department  in  your 
state  capitol  and  ask  whether  the 
company  you  have  in  mind  is  li- 
censed in  your  state.  It  should  be 
added  that  not  all  companies,  by 
any  means,  are  licensed  in  every 
state,  simply  because  they  do  not 
choose  to  extend  their  operations 
throughout  the  entire  country.  So 


the  fact  that  some  company  is  not 
licensed  is  not  necessarily  any  reflec- 
tion on  its  financial  stability  or  its 
integrity. 

The  next  consideration  in  choos- 
ing a company  is  to  select  one  which 
has  a reputation  in  your  state  and 
in  your  own  community  for  good 
service  and  fair  dealing  to  its  policy- 
holders. 

It  will  also  be  found  helpful  to 
select  a company  which  is  repre- 
sented by  an  agent  in  your  com- 
munity— one  who  has  a good  reputa- 
tion among  your  friends  and 
acquaintances  and  in  whom  you  feel 
that  you  can  have  confidence.  If  the 
agent  seems  to  understand  your 
problem  and  has  offered  a reasonable 
solution,  this  is  a good  reason  for  the 
choice  of  the  company  he  represents. 

Additional  information  about  the 
company  itself  can  be  secured  by 
asking  the  agent  for  a copy  of  his 
company’s  latest  annual  report  to 
policyholders,  or  by  writing  to  the 
home  office  of  the  company  for  a 
copy. 

Your  local  banker  or  some  promi- 
nent businessman  could  probably 
also  help  you  in  the  selection  of  a 
company. 

Following  are  some  of  the  more 
prominent  sources  of  detailed  in- 
formation about  the  three  hundred- 
odd  life  insurance  companies  operat- 
ing in  the  United  States. 


BOOKS 

Best’s  Lije  Insurance  Reports,  pub- 
lished by  Alfred  M.  Best  Company, 
Inc.,  75  Fulton  Street,  New  York 
City.  The  most  complete  compila- 
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tion  of  company  reports  together 
with  analyses  of  these  reports. 

The  Flitcraft  Compend,  published  by 
Flitcraft,  Inc.,  613  Maple  Ave.,  Oak 
Park,  Illinois.  Lists  prominent  insur- 
ance companies;  gives  data  on  each. 
The  Little  Gem,  published  by  Nation- 
al Underwriters  Company,  420  East 
Fourth  Street,  Cincinnati  2,  Ohio. 
Valuable  information  concerning 
life  insurance  companies,  net  costs, 
premiums,  and  special  policy  provi- 
sions. 

The  Diamond  Lije  Bulletin,  published 
by  National  Underwriters  Company, 
420  East  Fourth  Street,  Cincinnati  2, 
Ohio.  Gives  statistical  information 
concerning  life  companies. 

The  Spectator  Lije  Index,  published 
by  Spectator  Company,  56  and  Chest- 
nut Streets,  Philadelphia  39,  Penn- 
sylvania. 

YOUR  AGENT  AND  YOUR  COMPANY 

They  should  be  expert.  Call  on 
them  when  you  need  help. 

INDEPENDENT  INSURANCE 
CONSULTANTS 

In  some  communities  there  are 
firms  whose  business  it  is  to  advise 
clients  as  to  their  insurance  needs. 
Usually  they  do  not  sell  insurance 
or  represent  any  company;  they 


charge  a fee  for  their  advice.  There 
are  some  who  act  as  both  agent  and 
consultants. 

However,  it  is  wise  to  be  very  care- 
ful about  accepting  any  advice  to 
drop  your  present  policies  or  to  re- 
place them  with  new  policies.  This 
practice  is  so  disadvantageous  to 
policyholders  that  state  laws  make  it 
illegal  for  anyone  to  recommend  it. 
Many  counsellors  base  their  fee  upon 
a percentage  of  the  cash  surrender 
value  recovered  through  dropping  a 
policy. 

YOUR  STATE  INSURANCE  DEPARTMENT 

This  is  probably  located  at  your 
state  capital.  It  has  a staff  trained 
to  answer  questions  about  companies 
and  policies.  It  supervises  company 
activity,  and  if  you  feel  a company 
is  not  treating  you  properly  you  may 
consult  the  department  for  arbitra- 
tion or  legal  interpretation.  Its  serv- 
ices are  free,  supported  by  tax  funds. 

THE  LIFE  UNDERWRITERS  ASSOCIATION 

In  most  large  or  medium-sized 
communities  there  are  associations, 
composed  of  agents,  branch  man- 
agers, and  general  agents  of  com- 
panies doing  business  there.  These 
local  associations  are  members  of  the 
National  Association  of  Life  Under- 
writers located  at  11  West  42nd 
Street,  New  York  City.  Either  the 
local  or  the  national  office  is  pre- 
pared to  give  you  information. 

INSTITUTE  OF  LIFE  INSURANCE 

This  is  located  at  60  East  42nd 
Street,  New  York  City.  The  Institute 
is  sponsored  by  the  life  insurance 
companies  to  serve  as  a central  source 
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of  life  insurance  information.  It  has 
an  Educational  Division  ready  to  ad- 
vise you  on  your  insurance  problems. 
No  fee  is  charged. 

BETTER  BUSINESS  BUREAUS 

Bureaus  are  to  be  found  in  many 
cities.  Their  national  office  is  in  the 
Chrysler  Building,  New  York  17,  N. 
Y.  The  Bureaus  do  much  to  protect 
consumers  from  exploitation.  Call 
on  the  nearest  Bureau  if  you  need 
help.  The  national  slogan  of  the 
Bureaus,  “Before  you  invest,  investi- 
gate,” applies  well  to  the  purchase 
of  insurance. 

* * * 

1.  Talk  to  various  insurance  agents. 
Ask  them  how  to  choose  a company. 
Compare  notes.  What  conclusions  can 
you  draw? 

2.  If  a policyholder  plans  to  obtain 
a considerable  amount  of  life  insur- 
ance, would  it  be  wise  to  select  two  or 
three  different  low-cost  companies  li- 
censed to  do  business  in  the  state  where 
he  is  purchasing  the  insurance,  or  to 
stick  to  one? 

3.  Secure  financial  statements  from 
several  life  insurance  companies.  Com- 
pare them.  What  can  you  learn  from 
them? 

4.  What  are  some  of  the  things  which 
would  not  be  ethical  for  a life  insurance 
agent  to  do? 

5.  Show  how  important  it  is  to  inves- 
tigate insurance  organizations  that  sell 
by  mail.  What  abuses  might  arise? 
Who  regulates  such  organizations? 

* * * 

STEPS  IN  TAKING  OUT 

A POLICY 

Suppose  you  have  made  up  your 
mind  to  buy  a certain  policy.  What 
are  the  necessary  steps  to  take? 


The  first  step  is  the  filling  out  of 
an  application  form  provided  by  the 
agent.  The  application  is  a written 
request  to  a specific  company  for  a 
definite  amount  and  kind  of  insur- 
ance coverage.  The  facts  stated  in  it 
become  a matter  of  record  and  an 
integral  part  of  the  final  contract. 
Therefore,  the  application  should  be 
made  out  carefully,  in  ink  or  on  the 
typewriter,  and  be  free  from  era- 
sures, strikeovers,  or  interlineations. 
If  a mistake  is  made  the  application 
blank  should  be  torn  up  and  a new 
one  used.  All  names  must  be  given  in 
full,  not  by  initials,  and  typed  or 
printed.  Statements  made  in  the  ap- 
plication have  direct  effect  on  the 
validity  of  a policy.  That  is,  a policy 
can  be  canceled  if  it  is  found  within 
a certain  time  that  the  application 
has  been  falsified  to  the  detriment  of 
the  company.  The  applicant  should 
take  care  to  be  accurate. 

THE  PHYSICAL  EXAMINATION 


Most  companies  require  a physical 
examination  of  the  applicant  for  a 
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policy — especially  if  the  policy  is  for 
$1,000  or  more.  (This  does  not  apply 
to  certain  group  plans  for  insur- 
ance.) The  life  insurance  company 
selects  its  own  physicians  and  pays 
the  medical  fee.  In  recent  years  there 
has  been  a tendency  toward  the  is- 
suance of  policies  without  a phys- 
ical examination,  in  which  case  the 
agent  is  required  to  ask  certain  ques- 
tions about  the  applicant’s  health. 
Whether  or  not  a physical  examina- 
tion is  required,  the  aim  is  to  avoid 
selling  insurance  to  persons  whose 
health  or  physical  condition  is  so  bad 
that  they  are  poor  risks.  Insuring 
such  people  would  eventually  in- 
crease the  cost  of  insurance  to  every- 
one. 

If  you  are  being  examined,  do  not 
try  to  conceal  a serious  illness  or  dis- 
ability. Companies  have  methods 
of  cross-checking  information  fur- 
nished by  the  applicant.  If  you  fear 
you  are  uninsurable  and  do  not  want 
a record  of  rejection  against  you, 
have  your  agent  make  a hypothetical 
application  to  the  company,  as  this 
will  not  involve  the  possibility  of  a 
rejection.  If  the  company  then  feels 
that  you  are  insurable,  it  will  author- 
ize a regular  physical  examination 
and  tell  you  the  basis  on  which  it  will 
probably  be  able  to  grant  you  in- 
surance. Another  method  of  proce- 
dure is  to  get  a preliminary  examina- 
tion by  your  own  physician  and  if 
you  find  something  the  matter  with 
you  which  can  be  corrected,  have  it 
taken  care  of  before  applying  for  in- 
surance. You  see,  if  any  insurance 
company’s  examination  reveals  an 
impairment  in  your  health,  it  is  re- 
ported to  the  Medical  Impairment 


Bureau  maintained  by  the  majority 
of  insurance  companies.  This  record 
may  affect  your  future  chance  of  get- 
ting insurance. 

Some  companies  are  more  strict 
than  others  in  their  medical  require- 
ments. Some  are  strict  on  one  type  of 
ailment,  less  strict  on  others.  If  you 
have  any  minor  ailment  or  an  un- 
favorable family  health  history,  in- 
vestigate to  see  which  company  is 
less  strict  with  your  particular  type 
of  impairment. 

THE  CHARACTER  EXAMINATION 

Many  people  are  turned  down 
each  year  because  they  are  not  good 
moral  risks.  Insurance  companies  do 
not  care  to  bother  with  people  in 
whom  they  cannot  put  their  trust. 
The  life  insurance  company  investi- 
gates your  business  reputation,  your 
drinking  habits,  your  family  life,  and 
other  things  which  indicate  your 
character.  You  can  be  reasonably 
sure  that  if  a life  insurance  company 
issues  a policy  to  you,  it  believes 
you  to  be  a trustworthy  person. 

THE  OCCUPATIONAL  TEST 

In  addition  to  passing  a good  phys- 
ical and  character  examination,  to 
be  classed  as  a standard  risk,  you 
must  not  be  employed  in  a danger- 
ous occupation.  People  working  in 
some  fairly  dangerous  occupations 
are  insured,  but  at  an  increased  rate; 
people  with  still  more  dangerous 
jobs  are  denied  insurance  at  any  rate. 

ARRANGING  PAYMENT  OF  PREMIUM 

Premiums  on  most  policies  can  be 
made  either  annually,  semi-annu- 
ally, quarterly,  or  monthly.  Those  of 
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industrial  insurance  can  even  be 
paid  by  the  week.  In  every  case,  you 
can  buy  more  insurance  for  the  same 
amount  if  you  will  save  your  money 
and  pay  by  longer  periods.  For  ex- 
ample, on  one  policy  for  which  the 
premium  is  $100  if  paid  once  a year, 
the  rates  increase  as  follows: 

Total 

Semi-annual  rate  . $51.50  $103.00 
Quarterly  . . . 26.25  105.00 

Monthly  . . . 8.88  106.56 

This  means  that  you  will  be  pay- 
ing 3 per  cent  extra  for  the  same  in- 
surance if  you  pay  twice  a year,  5 per 
cent  extra  if  you  pay  by  the  quarter, 
and  6.6  per  cent  extra  if  you  pay  by 
the  month.  (Of  course,  you  have  had 
the  use  of  your  money  in  the  mean- 
time, and  you  may  prefer  this.)  The 
extra  cost  of  frequent  payments 
means  no  profit  to  the  company  be- 
cause its  expenses  are  increased.  In 
the  case  of  industrial  insurance,  with 


an  agent  coming  around  for  a few 
cents  each  week,  the  cost  of  a given 
amount  of  protection  is  increased 
still  further. 

KEEP  YOUR  POLICY  IN  A SAFE  PLACE 

Although  your  company  will  issue 
a duplicate  policy  to  you  if  your 
policy  should  be  lost  or  destroyed  by 
fire,  you  will  save  yourself  or  your 
beneficiary  much  inconvenience  and 
expense  if  you  do  not  lose  it.  A 
safety  deposit  box  is  safe,  but  has  the 
disadvantage  that  after  the  death  of 
the  insured  the  box  may  not  be  able 
to  be  opened  except  by  court  order. 
Find  as  safe  a place  as  you  can.  And 
it  is  only  sensible  to  let  the  person 
who  would  settle  your  affairs  if  you 
should  die  know  where  such  papers 
are. 

In  order  to  obtain  payment,  the 
beneficiary  must  usually  surrender 
the  policy,  or  give  reasonable  proof 
that  it  was  lost. 


Chapter  8 
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Doctors  in  the  United  States  treat 
more  people  in  three  days  than  all 
the  undertakers  bury  in  a year.  Be- 
sides, there  are  always  many  persons 
laid  up  by  sickness  or  injury  who  do 
not  call  a doctor.  Every  minute  sixty- 
eight  Americans  are  injured  or  be- 
come ill.  Here,  then,  is  a risk  which 
is  always  very  real  to  all  of  us. 

Fortunately,  many  of  the  illnesses 
or  injuries  are  slight,  involving  no 
great  expense  or  loss  of  time  from 
work.  The  worker’s  contract  may 
even  include  provisions  for  sick 
leave,  so  that  for  a few  weeks  or  even 
months  his  pay  will  go  on.  Such  in- 
cidental misfortunes  can  be  taken  in 
stride  by  families  that  are  reasonably 
well  off,  though  even  small  losses 
may  be  painful  to  the  very  poor. 

What  the  average  family  head 


grows  nervous  about  is  something 
quite  different:  the  serious  illness — 
perhaps  running  into  months — the 
emergency  operation,  the  crippling 
accident.  These  things  may  run  up 
staggering  hospital  bills  and  medical 
fees  at  the  very  moment  that  they 
cut  off  the  family’s  income.  At  best 
they  may  wipe  out  funds  accumu- 
lated by  long  savings.  Or  they  may 
leave  a trail  of  debts,  to  be  paid  by 
years  of  scrimping.  Worst  of  all,  per- 
haps, the  costs  may  be  so  great  that 
a family  simply  does  not  buy  at  all 
the  medical  service  it  needs.  Many 
people  go  on  working  when  they 
should  be  in  bed,  because  they  can’t 
afford  to  lay  off.  Many  others  put  off 
needed  dental  and  medical  care,  be- 
cause of  the  expense,  only  to  have 
minor  troubles  gradually  grow  into 
major  breakdowns. 

All  this  highlights  one  of  the  diffi- 
cult problems  of  our  day.  We  in 
America  have  at  our  command  the 
best  health  service  ever  known.  But 
some  people  never  have  enough 
money  to  pay  for  it.  And  many  more, 
though  they  could  carry  the  load 
well  enough  if  it  could  be  spread 
evenly  over  the  years,  are  staggered 
by  the  costs  when  they  come — as 
they  often  do — all  at  once. 

“Spread  evenly  over  the  years” — 
that  immediately  suggests  an  insur- 
ance program,  doesn’t  it?  For  spread- 
ing risks  is  the  basic  function  of 
insurance.  One’s  mind  leaps  easily  to 
the  complete  and  ideal  program  of 
health  and  accident  insurance,  one 
which  would  do  two  things: 
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1 . Provide  for  the  continuance  of  in- 
come while  a breadwinner  is  ill  or 
disabled. 

2.  Provide  money  to  pay  medical 
and  hospital  bills  and  other  spe- 
cial expenses,  for  the  breadwin- 
ner or  any  other  member  of  the 
family. 

Unfortunately,  there  are  special 
difficulties  which  make  such  an  ideal 
very  difficult  to  attain.  The  chief 
hurdle  is  the  matter  of  expense, 
which  cannot  be  calculated  before- 
hand. Even  if  we  count  only  or- 
dinary illnesses  which  lay  a man  up 
for  a few  weeks  and  perhaps  call  for 
an  operation  and  a short  hospitaliza- 
tion, the  costs  and  the  frequencies 
are  great  enough  to  necessitate  con- 
siderable premiums — prices  perhaps 
beyond  the  ability  of  the  majority  to 
pay.  If  we  add  to  these  costs  the 
almost  unlimited  liability  an  in- 
surance firm  would  assume  if  it 
guaranteed  life-long  income  pay- 
ments to  the  disabled  and  to  perma- 
nent invalids,  the  premiums  would 
have  to  be  very  large.  And  if  the  in- 
surance were  extended  to  cover  old 
people  with  their  frequent,  long- 
continued  ills,  the  costs  would  go 
still  higher.  Furthermore,  it  is  hard 
to  detect  and  prevent  malingering 
and  the  faking  of  accidents;  thus 
companies  offering  health  and  acci- 
dent insurance  incur  added  costs  be- 
yond the  already  high  legitimate 
claims. 

The  difficulties  are  reflected  in  ac- 
tual practice.  Insurance  companies 
once  sold  policies  with  broad,  long- 
term health  coverage.  But,  little  by 
little,  they  have  sought  to  limit  their 


liability  in  any  one  case.  They  gen- 
erally limit  what  they  will  pay  under 
a policy,  either  as  to  the  total  sum  or 
by  limiting  the  number  of  weeks 
during  which  payments  will  con- 
tinue. They  also  usually  reserve  the 
right  to  cancel  a policy  or  to  refuse 
to  renew  it  in  the  case  of  persons  who 
suffer  frequent  accidents  or  illnesses. 
And  they  invariably  terminate  the 
health  insurance  before  the  insured 
reaches  the  age  when  long  illnesses 
are  most  likely  to  occur. 

POLICIES  NOW  AVAILABLE 

Accident  and  health  policies  may 
be  had  in  a variety  of  forms.  One 
can  purchase  accident  insurance  or 
a combination  of  accident  and 
health  insurance.  Health  insurance 
is  rarely  sold  separately.  Some  poli- 
cies pay  a weekly  income  to  the  in- 
sured while  he  is  incapacitated,  and 
a lump  sum  to  his  beneficiary  in  case 
of  accidental  death.  Other  policies 
provide  for  payment  of  hospital  and 
nurses’  fees  and  the  costs  of  surgery 
and  medical  treatment.  Some  poli- 
cies combine  the  two  types  of  pay- 
ment. One  authority  has  counted 
more  than  eight  hundred  different 
policies  offered  by  some  ninety  com- 
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panies  and  says:  “There  is  practi- 
cally no  limit  upon  the  possible  vari- 
ations except  the  limits  of  imagina- 
tive fecundity  or  the  aims,  ideals,  and 
business  policies  of  the  many  differ- 
ent companies.”  However,  the  basic 
features  of  most  worth-while  policies 
are  similar. 

You  can  easily  learn  the  details 
from  Best’s  Accident  and  Health 
Buyer’s  Guide  or  by  shopping 
around  among  actual  policies;  you 
will  find  that  they  specify  what  is 
covered  and  what  is  not.  They  spec- 
ify also  what  they  will  pay  in  any 
case:  For  instance,  accident  policies 
commonly  set  up  a scale  of  definite 
sums  to  be  paid  for  the  accidental 
loss  of  one  or  two  limbs,  fingers, 
eyes,  etc.  Accident  and  health  poli- 
cies often  specify  that  they  will  pay 
medical  and  hospital  bills  up  to  some 
definite  maximum. 

Health  and  accident  insurance , 
like  fire  insurance,  gives  protection 
only;  there  is  no  savings  or  invest- 
ment element  as  in  life  insurance. 
Policies  can  be  obtained  from  some 
life  insurance  companies,  from  cas- 
ualty insurance  companies,  from  fra- 
ternal and  benefit  associations. 

sources  of  information: 

If  you  want  to  know  about  health 
and  accident  policies  you  may  get 
much  valuable  information  by: 

1.  Taking  the  time  to  read  several 
sample  policies.  Jot  down  some 
comparisons. 

2.  Consulting  your  agent  and  your 
company.  They  should  know.  Use 
them. 

3.  Writing  to  the  National  Under- 
writer Co.,  420  E.  4th  St.,  Cin- 


cinnati, Ohio.  Its  Handbook  on 

Accident  and  Health  Insurance 

has  valuable  information. 

eligibility 

Not  all  persons  are  eligible  for  ac- 
cident and  health  insurance.  Those 
under  eighteen  years  of  age  are  eligi- 
ble for  a particular  type;  those  over 
fifty-five,  sixty,  or  sixty-five  are  com- 
monly not  eligible  as  new  risks,  nor 
are  persons  engaged  in  hazardous 
occupations,  unless  they  are  covered 
as  a member  of  a group  policy.  Wom- 
en find  it  hard  to  obtain  health 
insurance  unless  they  have  a steady 
nonhazardous  position,  and  even 
then  many  of  the  ailments  peculiar 
to  women  are  frequently  excluded. 
Persons  with  specific  defects  and  in- 
firmities, such  as  a clubfoot  or  ampu- 
tation, are  allowed  only  limited 
coverage.  Persons  suffering  from  a 
recurring  illness,  those  who  are 
badly  overweight  or  underweight, 
and  those  who  are  exposed  to  occu- 
pational diseases  such  as  lead,  mer- 
cury, or  gas  poisoning  are  not 
acceptable  risks. 

Premium  rates  depend,  of  course, 
first  upon  the  size  of  benefits  offered 
under  the  policy.  They  are  adjusted 
also  to  the  age  and  occupation  of  the 
insured.  Finally  they  are  influenced 
by  whether  the  policy  is  cancellable. 
This  means  that  the  policy  can  be  re- 
voked— sometimes  even  during  the 
contract  year.  (Of  course,  the  com- 
pany cannot  thus  evade  liability  for 
accidents  or  illnesses  that  have  al- 
ready occurred.)  A cancellable  pol- 
icy should  have  a lower  premium 
rate.  Some  policies  cannot  be  can- 
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celled  during  the  contract  term  but 
are  renewable  only  at  the  option  of 
the  company;  that  is,  the  company 
may  refuse  to  renew  the  policy  at  the 
end  of  a definite  term.  Such  policies 
should  also  be  cheaper  than  auto- 
matically renewable  policies,  for 
they  give  the  company  a way  of  get- 
ting rid  of  those  who  turn  out  to  be 
poor  risks. 

COMPANY  REQUIREMENTS 

It  is  easy  to  see  that  moral  risks 
play  an  exceptionally  large  part  in 
accident  and  health  insurance.  There 
have  been  groups  which  have  made 
a racket  of  faking  accidents  and  col- 
lecting damages.  Especially  during 
periods  of  unemployment,  some  per- 
sons have  found  it  profitable  to  feign 
illness  or  to  stretch  out  an  actual  ill- 
ness for  as  long  as  it  was  possible  to 
collect  a weekly  check- — and  such  de- 
ception is  not  easy  to  detect.  Further- 
more, the  persons  most  likely  to  be 
interested  in  health  insurance  are 
those  who  are  ill  a great  deal  or  who 
suspect  that  they  soon  will  be. 

Safeguards  Set  Up  by  Insurance 
Companies.  Therefore,  in  order  to 
protect  themselves  against  an  over 
load  of  poor  risks  and  against  fraud- 
ulent claims,  insurance  companies 
often  take  special  pains  before  issu- 
ing such  policies. 

1.  They  generally  use  a detailed 
questionnaire  which  becomes  the 
basis  for — and  a legal  part  of — 
the  insurance  contract.  (Get  one 
and  fill  out  the  information  asked 
for.) 

2.  They  usually  require  a waiting 
period  between  the  time  when 
the  policy  is  taken  out  and  the 
time  when  its  protection  begins. 


This  gives  added  time  to  check 
on  the  character  of  the  individual, 
and  also  screens  out  some  who 
might  rush  to  buy  insurance,  say, 
because  they  had  just  been  ex- 
posed to  a contagious  disease. 

3.  They  generally  specify  that  the 
policy  may  be  cancelled  under 
certain  conditions.  This  keeps  the 
company  from  being  saddled  end- 
lessly with  known  bad  risks.  (It 
also,  of  course,  may  keep  the  poli- 
cies from  serving  those  who  need 
them  most.) 

4.  If  the  policy  cannot  be  cancelled, 
they  usually  require  a strict  medi- 
cal examination. 

5.  They  limit  the  amount  of  insur- 
ance carried  in  proportion  to  the 
insured  person’s  income;  that  is, 
usually  the  weekly  cash  benefit 
in  accident  and  health  insurance 
may  not  exceed  a certain  percent- 
age (e.g.  75  or  80  per  cent)  of  the 
policyholder’s  regular  weekly  in- 
come. (Do  you  see  the  reason  for 
this?) 

The  Application.  While  there  is 
no  standardized  form  of  application, 
most  companies  ask  substantially  the 
same  questions.  They  want  to  know 
who  you  are,  how  old  you  are,  where 
you  live,  and  where  you  work.  They 
want  to  know  just  how  dangerous 
your  work  is,  because  this  is  one  of 
the  factors  which  determine  the 
premium  for  accident  insurance. 
They  want  to  know  whether  you 
have  any  other  disability  insurance, 
because  all  companies  have  strict 
rules  regulating  the  maximum 
amount  of  insurance  in  relation 
to  an  individual’s  income.  They 
want  your  previous  insurance  rec- 
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ord,  since  this  helps  them  to  decide 
how  good  a risk  you  are.  They  want 
to  know  how  well  you  are  physically. 
If  no  medical  examination  is  re- 
quired, your  answers  to  the  ques- 
tions about  your  health  constitute 
the  only  evidence,  and  they  must  be 
complete  and  accurate  or  your  claim 
may  later  be  contested. 

POINTS  TO  OBSERVE  WHEN 
BUYING  ACCIDENT  AND 
HEALTH  POLICIES 

The  prospective  purchaser  of  an 
accident  and  health  insurance  policy 
should  compare  the  following  points 
in  the  different  policies  available  to 
him.  If  your  class  can  obtain  a num- 
ber of  policies,  it  would  be  well  to 
examine  them  with  these  points  in 
mind. 

1.  What  risks  does  the  policy  cover? 

What  risks  are  specifically  ex- 
cluded? Many  health  and  acci- 
dent policies  which  give  limited 
coverage  (offered  usually  at  what 
seems  to  be  a very  low  price)  ex- 
clude the  very  accidents  or  ill- 
nesses which  are  most  likely  to 
happen.  The  hazards  that  should 
be  covered  to  give  the  individual 
the  greatest  security  are:  (a) 

those  to  which  the  insured  is  most 
exposed;  and  (b)  those  which  will 
create  large  losses  and  costs  if 
they  do  occur. 

2.  How  does  the  policy  define  total 
and  partial  disability?  How  much 
compensation  is  paid  in  each 
case? 

3.  Has  the  company  the  right  to  can- 
cel the  policy  during  the  contract 
term?  If  so,  under  what  condi- 
tions? 


4.  Has  the  company  the  right  to  re- 
fuse to  renew  the  insurance  at  the 
end  of  the  policy  year?  What  are 
the  exact  provisions  of  the  renew- 
able clause?  At  what  age  will  the 
policy  expire? 

5.  Will  weekly  or  monthly  indemni- 
ties be  paid  in  the  event  of  loss  of 
time?  If  so,  for  how  long? 

6.  Is  there  a medical  reimbursement 
provision?  That  is,  does  the  policy 
provide  for  the  blanket  reimburse- 
ment of  hospital,  medical,  nursing, 
and  similar  expenses  up  to  a given 
maximum  limit?  If  so,  how  much 
does  it  provide?  What  specific 
provisions  does  it  make  for  each 
type  of  cost? 

7.  How  many  days  must  elapse  after 
an  accident  or  the  onset  of  illness 
before  benefits  start?  (This  de- 
ductible period  or  elimination 
period  must  not  be  confused  with 


ACCIDENT  AND  HEALTH  INSURANCE 


91 


the  period  which  must  elapse  be- 
fore sickness  benefits  go  into  ef- 
fect after  the  issuance  of  a policy.) 

8.  Is  there  a principal  sum  benefit 
for  accidental  death  or  dismem- 
berment? In  case  of  accidental 
death,  within  what  period  after 
the  accident  must  death  occur  if 
the  beneficiary  is  to  receive  full 
compensation? 

9.  Does  the  policy  provide  for  non- 
disabling medical  benefits?  That 
is,  does  it  provide  for  a small  sum, 
say  $5  or  $10,  if  injuries  received 
by  the  insured  are  of  such  nature 
that  they  do  not  disable  him  or 
entitle  him  to  any  other  indemni- 
ties, but  do  require  medical  atten- 
tion or  surgical  treatment? 

10.  Are  there  any  optional  indemnity 
benefits?  To  illustrate:  A policy 
might  state  that  in  lieu  of  month- 
ly or  weekly  indemnity  say  of 
$20  per  month,  the  insured  may 
elect  to  receive  $600  for  disloca- 
tion of  a hip,  $300  for  complete 
fracture  of  a bone,  or  $400  for 
removal  of  one  or  more  toes. 

11.  Is  there  adequate  aviation  cover- 
age? 

12.  Is  the  premium  level,  or  does 
the  company  use  term-insurance 
rates  which  increase  as  the  in- 
sured becomes  older?  (Almost  in- 
variably accident  premiums  are 
calculated  on  a term  basis,  pro- 
viding for  an  increase  at  age  60 
for  men  in  the  less  hazardous  oc- 
cupations, and  at  age  55  for 
others.  The  limit  is  generally  55 
for  women.  On  health  policies 
rates  often  go  up  for  men  at  age 
50,  and  for  women  at  45  or  50. 


Higher  rates  are  generally  re- 
quired after  age  55.) 

13. How  does  the  premium  corre- 
spond to  the  benefits  to  be  gained? 
These  are  things  that  every  pros- 
pective purchaser  of  an  accident- 
health  policy  should  consider  before 
making  a purchase.  When  he  knows 
these  things,  he  can  check  them 
against  his  own  situation  and  needs 
— and  his  ability  to  pay — and  choose 
accordingly. 

Generally  speaking,  then,  we  see 
that  one  will  have  to  select  definite, 
rather  limited  benefits  at  a definite 
price.  We  cannot  buy  the  “dream” 
policy  which  would  continue  our  in- 
come and  pay  all  special  expenses 
indefinitely,  no  matter  how  long  an 
illness  or  disability  persisted. 

GROUP  ACCIDENT  AND 
HEALTH  INSURANCE 

The  group  policy  for  accident  and 
health  is  a relatively  new  instru- 
ment. Generally  it  covers  both  sick- 
ness and  accidents.  It  is  usually  writ- 
ten on  the  employees  of  a company 
employing  over  twenty-five  people, 
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but  the  technique  could  be  applied 
to  any  well-integrated  group  which 
have  a great  deal  in  common.  The 
employees  are  insured  under  one 
policy  for  an  amount  determined  by 
a definite  formula  which  applies  to 
all,  or  to  all  in  a given  classification. 
The  insurance  covers  the  whole 
group  without  discrimination  as  to 
age,  sex,  race,  or  physical  condition. 
As  in  group  life  insurance,  the  cost  is 
determined  by  the  expected  losses, 
which  may  vary  considerably,  de- 
pending upon  the  sex,  industrial  haz- 
ards, and  general  conditions  of  the 
particular  group.  The  premiums 
may  be  paid  by  the  employer,  by 
employer  and  employees  jointly,  or 
by  the  employees  alone. 

Plans  vary  with  different  groups 
but  as  an  illustration  of  a group 
health  and  accident  plan,  let’s  take 
XYZ  Company  which  inaugurated  a 
plan  with  the  ABC  Insurance  Com- 
pany. All  full-time  employees  were 
eligible  for  insurance.  The  plan 
went  into  effect  when  at  least  75  per 
cent  of  these  employees  made  appli- 
cation for  insurance.  No  medical  ex- 
amination was  required  in  order  to 
obtain  the  coverage  if  employees 
elected  the  coverage  within  thirty- 
one  days  after  becoming  eligible. 
Otherwise,  the  ABC  Company  would 
require  evidence  of  insurability  at 
the  applicant’s  expense. 

The  plan  pays  a weekly  benefit  if 
employees  are  totally  disabled  as  a 
result  of  a nonoccupational  accident 
or  a disease  for  which  benefits 
are  not  payable  under  the  Work- 
men’s Compensation  Law.  Forty  per 
cent  of  the  cost  of  this  insurance 
is  paid  by  deductions  from  the 
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worker’s  pay,  the  other  60  per  cent 
by  the  XYZ  Company. 

PREPAID  MEDICAL  CARE 

One  kind  of  arrangement,  which 
is  not  exactly  insurance  but  which 
parallels  some  of  the  characteristics 
of  insurance,  is  the  co-operative  plan 
for  prepayment  of  medical  care. 

In  some  localities  individual  phy- 
sicians or  groups  of  physicians  have 
sold  their  professional  services  to 
patients  on  a monthly  basis.  In  this 
way  the  individual  knows  what  his 
medical  care  will  cost  him  each  year. 
When  the  patient  purchases  the 
services  of  a group  of  physicians,  the 
administration  of  the  private-group 
clinic  is  generally  carried  on  by  a 
business  manager,  rather  than  by  the 
physicians.  He  solicits  the  patients, 
investigates  their  credit,  and  collects 
the  monthly  or  quarterly  fees.  This 
system  assures  the  physicians  a reg- 
ular monthly  salary  and  enables  the 
subscribers  to  budget  their  costs  for 
medical  care. 

An  example  is  Group  Health  As- 
sociation Incorporated,  in  Washing- 
ton, D.  C.  For  a monthly  payment  of 
$2.25  for  a member,  $2.25  additional 
for  wife,  husband  or  other  adult  de- 
pendent, and  $1.25  for  each  of  the 
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first  three  child  dependents  (no 
charge  for  additional  child  depend- 
ents) and  a membership  fee  of 
$10.00,  the  members  are  entitled  to: 

Physical  Examinations , including 
laboratory  tests.  GHA  encourages  its 
members  to  come  in  for  periodic 
check-ups. 

Medical  and  Surgical  Service.  Di- 
agnosis and  treatment,  major  and 
minor  operations,  and  the  use  of 
X-ray,  laboratory,  and  physical  ther- 
apy facilities.  Treatment  in  the 
clinic,  at  home,  or  at  the  hospital. 
Consultation  with  outside  specialists 
when  authorized  by  the  Medical  Di- 
rector to  supplement  the  service  of 
the  clinic  staff. 

Eye,  Ear,  Nose,  and  Throat  Serv- 
ice: Diagnosis  and  treatment,  opera- 
tions, examinations,  and  the  fitting 
of  glasses. 

Maternity  Service.  Prenatal,  de- 
livery, and  post-natal  care.  Part  of 
the  cost  of  hospitalization  for  con- 
finement is  paid  by  the  member. 

Services  for  Children.  Diagnosis, 
treatment,  and  regular  examination 
by  pediatricians  (specialists  in  the 
care  of  children). 

Immunization  Service.  Protection 
against  diphtheria,  tetanus,  small- 
pox, whooping  cough,  typhoid,  and 
other  diseases. 

Allergy  Service.  Skin  testing  and 
desensitization. 

Pharmacy  and  Eyeglass  Service. 
The  pharmacy,  operated  for  the 
benefit  of  members,  offers  substan- 
tial savings  in  the  purchase  of  pre- 
scription and  standard  drugs,  vita- 
min concentrates,  nursery  equip- 
ment, and  related  supplies  for  per- 


sonal care.  Eyeglasses  may  also  be 
purchased  at  reduced  cost. 

Hospitalization.  Hospitalization 
when  necessary  up  to  40  days  in  any 
calendar  year,  or  in  any  one  illness 
or  continuous  period  of  hospitaliza- 
tion. This  includes  a semi-private 
room,  general  nursing,  use  of  the 
operating  or  delivery  room,  services 
of  the  anaesthetist,  dressings,  ordi- 
nary medications,  routine  labora- 
tory examinations,  nursery  care, 
emergency  room  facilities,  and  the 
use  of  an  ambulance  as  requested  by 
the  attending  physician.  Hospitaliza- 
tion privileges,  but  not  medical  serv- 
ices, are  furnished  members  while 
away  from  the  local  area. 

Home  Calls.  For  the  first  home 
call  in  any  illness  $1.00  is  charged  if 
the  call  is  within  an  airline  radius  of 
8 miles  from  the  clinic,  or  $2.00  if  it 
is  within  a radius  of  8 to  15  miles. 
No  charge  is  made  for  other  house 
calls  necessary  in  the  same  illness. 

PREPAID  HOSPITALIZATION 

A less  extensive  plan  of  prepay- 
ment covers,  not  complete  medical 
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care,  but  only  hospital  bills.  An  ex- 
ample of  this  plan  is  Group  Hospi- 
talization Incorporated,  chartered 
by  Congress.  You  are  entitled  to  join 
this  organization  by  paying  $.65  per 
month  (single),  $1.50  for  husband 
and  wife  or  $1.75  for  family  cover- 
age; provided  you: 

1.  Are  in  sound  health. 

2.  Have  no  ailment  or  abnormality. 

3.  Are  regularly  employed  by  an 
organization  in  which  a group 
exists. 

4.  Are  under  the  age  of  65. 

The  benefits  it  offers  may  be  sum- 
marized as  follows: 

1.  Hospital  care  up  to  2 1 days  in  any 
contract  year  to  each  participant; 
semi-private  accommodations  for 
adult  participants  and  juvenile 
ward  for  children.  Private  accom- 
modations may  be  had  by  paying 
the  difference. 

2.  General  nursing  care. 

3.  Medications  except  oxygen  and 
sera. 

4.  Use  of  the  operating  room  as  fre- 

quently as  necessary  within  the 
21  days  allowed. 

5.  Surgical  dressings. 

6.  Routine  laboratory  examination. 

7.  Obstetrical  care,  use  of  delivery 

room,  and  care  for  conditions  in- 
cidental to  or  resulting  from  preg- 
nancy is  offered  in  the  Sub- 
scriber-Spouse and  Subscriber- 
Family  contracts  after  10  months’ 
participation  in  these  contracts. 

8.  If  more  than  21  days’  care  is 
needed,  a discount  of  10  per  cent 
for  rooms  similar  to  those  offered 
under  the  plan. 


Special  provision  is  made  for  hos- 
pitalization in  other  cities  in  the 
event  of  an  accident  or  an  acute  ill- 
ness occurring  while  a participant  is 
away  from  home. 

There  are  other  prepaid  hospitali- 
zation plans.  According  to  the  Twen- 
tieth Century  Fund,  Inc.,  hospitali- 
zation service  plans  protect  over 
eleven  million  people  in  more  than 
seventy,  mostly  urban,  communities 
against  the  costs  of  hospital  care. 

Low-income  farm  families  who 
are  assisted  by  loans  from  the  Farm 
Security  Administration  for  farm 
and  home  improvement  may  use 
part  of  the  proceeds  to  join  group 
medical  care  associations  and  to 
make  group  payments  for  medical 
care.  The  charges  run  from  $15  to 
$45  a year  per  family.  Arrangements 
are  made  with  medical  societies  for 
payment  of  bills  from  pooled  funds. 
Service  is  mostly  of  general  practi- 
tioners only.  In  December,  1944, 
these  plans  covered  318,660  persons 
in  39  states. 

For  many  years  some  large  com- 
panies have  furnished  complete 
medical  service  for  employees,  occa- 
sionally for  their  families.  Some- 
times this  is  entirely  financed  by 
employers,  but  generally  there  are 
employee  contributions  collected  as 
payroll  deductions. 

Rates  for  the  industrial  and  other 
group  practice  plans  range  from  $20 
to  $30  per  year  per  individual;  $60 
to  $100  per  family  for  complete 
medical  and  hospital  service,  except 
dentistry. 

An  excellent  account  of  such 
group  plans  is  given  in  The  Story  of 
the  Blue  Cross — On  the  Road  to  Bet - 
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ter  Health,  by  Louis  H.  Pink,  Pub- 
lic Affairs  Committee,  Pamphlet  No. 
101,  30  Rockefeller  Plaza,  New  York 
20,  N.  Y.  10  cents. 

Approximately  seventy-five  Blue 
Cross  Plans  are  scattered  over  the 
United  States,  five  in  Canada,  and 


one  in  Puerto  Rico.  In  all,  there 
are  almost  seventeen  million  sub- 
scribers. The  plans  vary  in  some  re- 
spects but  in  general  they  follow  a 
common  pattern — use  of  small,  regu- 
lar payments  guaranteeing  hospital 
care  for  all  subscribers  to  the  plan. 


QUESTIONS  AND  PROBLEMS 

1.  Write  a story  on  the  “Accidents  That  Go  Fishing,”  or  “Go  Camp- 
ing,” or  “Go  Motoring.”  Show  the  need  for  accident  insurance. 

2.  Report  on  special  types  of  limited  accident  or  health  insurance, 
such  as: 

a.  Policies  on  members  of  athletic  teams  (your  principal  or  coach 
may  know  about  these). 

b.  Policies  on  members  of  summer  camps. 

c.  Travel  policies  (issued  on  an  annual  basis). 

d.  Ticket  policies  (covering  specific  accidents  and  usually  offered  for 
sale  at  some  fixed  location.  See  your  local  railroad  or  bus  ticket 
agent). 

e.  Newspaper  policies  (used  by  some  publications  as  circulation  build- 
ers. Limited  specific  hazards  enumerated  in  the  policies). 

3.  Do  the  teachers  in  your  school  carry  a group  health  and  accident 
policy?  If  so,  what  are  the  chief  provisions  of  the  blanket  policy?  Do 
you  know  of  any  other  groups  in  your  community  which  have  group 
coverage?  If  so,  what  are  the  details  of  their  plans? 

4.  Are  there  any  occupational  groups  in  your  community  which 
face  special  hazards  of  accident  or  illness? 

5.  Analyzing  the  health  and  accident  risks  of  your  family  or  some 
typical  family  in  your  community  and  taking  into  consideration  the 
costs  of  insurance,  what  do  you  feel  is  the  wisest  thing  to  do?  Should 
the  family  take  a chance  or  buy  some  policy?  If  the  latter,  what  kind 
of  policy  do  you  recommend? 


PART  IV 


INSURING  ONE’S  PROPERTY  AND  LIABILITY 

PREVIEW 

Of  all  forms  of  insurance,  life  insurance  is  the  most  intimately 
tied  up  with  our  programs  of  investment  and  estate-building. 
Yet  popular  as  is  life  insurance  in  America,  it  is  probably  not  the 
most  widely  enjoyed  form  of  insurance  protection.  More  families 
have  the  protection  of  property  insurance  than  of  life  insurance — 
covering  their  homes  and  furnishings,  their  cars  and  hobbies,  and 
even  protecting  their  jobs.  Virtually  no  one  would  dare  set  up  in 
business  for  himself  without  some  forms  of  fire  and  casualty  in- 
surance protection. 

Our  growingly  complex  civilization  has  required  the  develop- 
ment of  many  interesting  forms  of  insurance  issued  by  fire  and 
casualty  insurance  companies — so  many  that  we  cannot  even 
mention  in  this  booklet  all  the  specific  policies.  Some  are  peculiar 
to  one  or  a few  occupations;  some  are  needed  in  one  region,  but 
not  in  others;  some  call  for  large  premiums,  while  others  offer 
years  of  protection  for  only  trifling  sums. 

The  importance  of  a given  kind  of  insurance  cannot  be  gauged 
by  its  cost  or  by  the  numbers  who  need  it.  One’s  need  for  a specific 
kind  of  protection  is  an  individual  matter.  It  can  be  measured 
only  by  the  possible  effects  of  not  being  insured. 

Part  IV  will  deal  with  these  basic  types  of  insurance: 

Chapter  9.  Property  Insurance 

Chapter  10.  Automobile  Insurance,  Public  Liability  Insurance 


Chapter  9 
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Few  men  are  financially  able  to  buy 
as  much  life  insurance  as  they  want 
or  need.  It  is  even  harder  for  most 
of  us  to  secure  health  and  accident 
insurance  to  cover  all  possible  needs. 
But  even  if  we  had  an  adequate  pro- 
gram of  health,  accident,  and  life 
insurance,  our  protection  would  be 
far  from  complete  unless  it  helped  us 
to  hedge  against  other  risks.  These 
are  the  risks  not  to  our  persons,  but 
to  our  property. 

These  risks  vary  greatly,  depend- 
ing upon  circumstances.  The  hobo 
tramping  the  highway  with  no  prop- 
erty save  the  clothes  on  his  back 
naturally  hasn’t  many  property  risks. 
But  a farmer  with  his  year’s  crop 
ripening  in  the  field  looks  anxiously 
for  signs  of  hail  or  wind  in  a gather- 
ing storm.  A furrier  with  thousands 
of  dollars’  worth  of  furs  stored  in  a 


A theft  policy  is  not  much  help  in  case  of  fire. 


loft  would  risk  financial  ruin  by  fire 
or  theft  if  he  did  not  have  the  se- 
curity insurance  gives.  And  a banker 
may  be  unconcerned  over  a ship- 
ment of  currency,  if  it  is  covered  by 
some  type  of  burglary,  theft,  or  rob- 
bery policy. 

People  in  different  areas  have  dif- 
fering risks.  Earthquake  insurance 
is  not  likely  to  seem  important  to 
people  in  Virginia  or  Iowa,  while  it 
may  be  a “must”  for  property  own- 
ers along  a known  geological  fault. 
Hurricanes  are  known  to  strike  on 
the  Eastern  seaboard  and  Gulf 
coastal  regions,  while , tornadoes  and 
cyclones  do  the  most  damage 
throughout  the  Middle-Western, 
Southern,  and  Southwestern  States. 
In  some  areas  hail  is  common;  in 
others  it  almost  never  falls. 

No  one  can  hedge  against  every 
possibility  of  loss.  Each  person  must 
analyze  his  own  situation,  calculate 
his  risks  and  the  cost  of  covering 
each  risk  by  insurance,  and  choose 
accordingly. 

However,  one  can  lay  down  one 
general  principle:  Prudent  persons 
will  want  to  insure,  if  they  can, 
against  any  occurrence  which  would 
cause  them  a major  setback  or  wipe 
them  out  financially— -even  if  the  dis- 
aster is  not  very  likely  to  happen. 
Insuring  against  minor,  incidental 
misfortunes  which  can  be  taken  in 
stride  is  purely  a matter  of  choice. 
But  no  one  wants  to  leave  his  whole 
economic  future  to  a turn  of  chance. 

Therefore,  since  we  cannot  take 
space  for  all  the  kinds  of  property 
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insurance,  let’s  look  at  a few  im- 
portant kinds  that  affect  very  nearly 
all  the  people.  Chief  among  these  is 
fire  insurance.  The  importance  of 
this  type  of  protection  for  each  of  us 
may  be  judged  by  the  fact  that  fire 
destroys  upwards  of  $400,000,000  of 
property  every  year  in  the  United 
States. 

FIRE  INSURANCE 

The  purpose  of  fire  insurance  is  to 
reimburse  the  insured  for  any  loss 
of  property  values  from  fire  or  from 
smoke  and  from  water  damage  in- 
cidental to  extinguishing  fire. 

When  fire  insurance  policies  were 
first  issued  there  were  so  many  dif- 
ferent kinds  that  the  average  person 
— even  the  average  agent — was  con- 
fused. This  confusion  led  to  a de- 
mand for  a standard  coverage;  and 
between  1873  and  1918  policies  with 
approximately  uniform  provisions 
were  developed.  Fire  insurance  con- 
tracts are  now  issued  on  a standard 
form  of  policy  which  is  made  manda- 
tory by  the  state  in  which  the  insured 
property  is  located. 

The  New  York  State  standard 
policy  adopted  in  1943  is  now  being 
used  by  over  forty  different  states. 
This  standard  form  contains  the  con- 
ditions under  which  the  policy  is 
issued,  names  the  parties  to  the  con- 
tract, states  the  maximum  of  lia- 
bility, enumerates  the  restrictions 
placed  upon  the  insured,  and  pro- 
vides that  if  certain  necessary  facts 
and  conditions  are  withheld  or  mis- 
represented the  policy  becomes  void. 

Special  circumstances  frequently 
require  that  a policy  be  altered  so  as 
to  make  the  standard  policy  meet  a 
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special  or  particular  condition.  To 
do  this  it  is  frequently  necessary  to 
add  endorsements,  or  riders.  These 
are  evidences  of  changes  or  altera- 
tions attached  to  the  policy,  describ- 
ing and  recording  the  changes  which 
are  submitted  to  the  insurance  com- 
pany for  approval.  As  these  special 
clauses  and  provisions  affect  your 
fire  coverage,  it  is  wise  for  you  to 
read  your  policy,  including  the 
riders. 

There  are  certain  conditions  in 
the  contract  which  state  that  the 
coverage  becomes  ineffective  when 
you — the  insured — fail  to  conform  to 
certain  necessary  requirements.  Be 
sure  to  read  your  entire  policy  in 
order  to  become  familiar  with  your 
obligations  as  a party  to  the  contract 
and  to  avoid  misunderstanding  in 
the  event  of  a claim. 

For  example,  the  New  York  Stand- 
ard Fire  Policy,  which  has  been 
adopted  in  most  states,  lists  certain 
conditions  which  will  suspend  or  re- 
strict the  insurance.  Some  of  them 
are  stated  thus: 

Unless  otherwise  provided  in  writing 
added  hereto  this  company  shall  not  be 
liable  for  loss  occurring 

a.  while  the  hazard  is  increased  by  any 
means  within  the  control  or  knowl- 
edge of  the  insured;  or 

b.  while  a described  building,  whether 
intended  for  occupancy  by  owner  or 
tenant,  is  vacant  or  unoccupied  be- 
yond a period  of  sixty  consecutive 
days;  or 

c.  as  a result  of  explosion  or  riot,  unless 
fire  ensues,  and  in  that  event  for  loss 
by  fire  only. 

There  are  other  conditions  and  re- 
strictions clearly  stated  in  the  insur- 


ance policy.  All  of  these  conditions, 
provisions,  restrictions  and  defini- 
tions are  required  by  law.  They  are 
designed  to  protect  the  best  interests 
of  the  policyholder  and  at  the  same 
time  protect  the  company  against 
fraudulent  acts  on  the  part  of  un- 
scrupulous policyholders.  It  should 
always  be  remembered  that  the  in- 
surance company  acts  as  trustee  for 
the  funds  which  are  collected  from 
all  of  the  policyholders  for  payment 
to  those  policyholders  who  sustain 
financial  loss. 

EXTENDED  COVERAGE 

For  a small  additional  premium, 
a property  owner  may  get,  along  with 
fire  insurance,  protection  covering 
such  occurrences  as  windstorms, 
cyclones,  tornadoes,  hurricanes,  hail- 
storms, explosions,  riot,  smoke,  and 
damage  from  motor  vehicles  or  fall- 
ing aircraft.  This  is  known  as  ex- 
tended coverage.  Individual  or  spe- 
cific insurance  policies  may  also  be 
written  covering  against  any  of  the 
perils  included  in  the  extended  cov- 
erage endorsement  as  well  as  other 
perils,  such  as  earthquakes. 

A fire  insurance  policy  is  a per- 
sonal contract.  It  covers  the  person’s 
insurable  interest  in  the  property — 
not  the  property  itself.  If  the  prop- 
erty is  sold,  the  policy  becomes  void 
unless  the  change  in  ownership  is 
approved  by  the  company  or  its  au- 
thorized representative.  Further- 
more, no  one  can  buy  insurance  on 
any  property  unless  he  has  an  insur- 
able interest  in  it;  that  is,  unless  he 
would  suffer  a financial  loss  if  the 
property  were  destroyed. 

If  a fire  destroys  property,  the  in- 
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surance  company  is  liable  to  the 
owner  only  for  the  actual  cash  value 
of  the  property,  at  the  time  the  fire 
takes  place.  If  you  carry  $10,000 
on  your  house  but  the  house  is 
worth  only  $5,000,  that  is  usually  all 
you  are  paid  if  it  burns  to  the  ground. 
In  general,  the  amount  one  can  col- 
lect on  a loss  is  based  on  the  replace- 
ment cost  less  depreciation.  In  other 
words,  the  purpose  is  to  restore  the 
insured  as  nearly  as  possible  to  what 
was  his  situation  before  the  fire.  As 
fire  insurance  companies  compensate 
for  loss  based  on  actual  cash  value 
(replacement  cost  less  depreciation), 
one  may  sometimes  receive  back 
more  than  he  paid  for  an  article. 
This  might  happen,  for  instance,  in 
the  case  of  an  antique,  or  an  oil 
painting  which  has  appreciated  in 
value.  There  are  a few  states  which 
have  what  are  known  as  valued 
policy  laws.  The  effect  of  these  laws 
is  to  require  that  the  insurance  com- 
pany pay  the  amount  designated  as 
the  amount  of  insurance  on  the  face 
of  the  policy  in  the  event  the  prop- 
erty is  totally  destroyed.  This  prac- 
tice tends  to  encourage  over-insur- 
ance, and  the  states  which  have  such 
laws  usually  have  a higher  record  of 
total  losses  paid.  The  result  is  that 
the  citizens  have  to  pay  higher  pre- 
miums for  insurance  on  most  classes 
of  property. 

CO-INSURANCE 

The  majority  of  fires  do  not  cause 
complete  losses,  and  some  property 
owners  insure  only  a fraction  of  the 
total  value,  paying  thereby  a small 
premium  in  the  expectation  of  hav- 
ing only  a partial  loss.  To  equalize 


the  situation  between  such  instances 
and  the  owner  who  protects  also 
against  a serious  though  less  prob- 
able damage,  paying  a much  larger 
premium,  the  companies  require 
what  is  known  as  a co-insurance 
clause  in  the  contract.  It  carries  a 
considerable  reduction  in  rate  or 
premium  cost.  Without  it  the  pre- 
mium is  much  higher. 

For  this  rate  reduction,  the  in- 
sured agrees  to  maintain  insurance 
up  to  a named  percentage  of  the  esti- 
mated value  of  the  property  insured, 
say  about  75  per  cent,  80  per  cent, 
90  per  cent,  or  even  100  per  cent 
insurance  to  value. 

If  this  is  done,  then  the  insured 
has  complied  with  its  terms  and  in 
event  of  loss  he  will  collect  the  full 
amount. 

The  only  time  a co-insurance 
clause  results  in  any  penalty  to  the 
insured  is  when  he  fails  to  live  up 
to  this  agreement  and,  yet,  receives 
the  premium  reduction  at  the  same 
time.  In  the  operation  of  the  penalty 
the  insured  has  to  assume  a portion 
of  his  own  risk — thus  the  term  co- 
insurance. 

The  use  of  this  equalizing  clause 
is  quite  general  on  business,  manu- 
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facturing,  and  public  properties,  but 
not  so  general  on  dwelling  houses. 
In  only  a few  states  or  localities  will 
it  be  found  applicable  to  private 
dwellings. 

The  operation  of  the  penalty  in 
the  clause  is  simple.  It  merely  states 
that  if  you  fail  to  carry  the  agreed 
amount  of  insurance  to  value,  you 
become  the  co-insurer  for  the  dif- 
ference. For  example,  you  own  a 
$10,000  brick  store  building.  For  a 
substantial  saving  in  premium  you 
agree  to  carry  at  least  80  per  cent 
(or  $8,000)  insurance  to  value.  You 
fail  to  do  so  and  carry  only  $5,000. 
A fire  causing  $1,200  damage  occurs 
and  the  insurance  company  pays 
% of  the  loss  and  you  are  the  co-in- 
surer for  or  the  difference  be- 
tween what  you  had  and  what  you 
agreed  to  carry.  In  other  words, 
the  company  pays  $4  of  $1,200,  or 
$750,  and  you  must  stand  }4  of 
$1,200,  or  $450.  Had  you  paid  the 
full  premium  with  no  credit  for  co- 
insurance,  you  would  then  collect 
your  full  loss  of  $1,200.  Had  you  car- 
ried the  required  amount  of  $8,000, 
you  would  also  have  collected  $1,200, 
or  8/8ths  of  your  loss,  and  had  the 
premium  benefit  as  well. 

Co-insurance  is  generally  consid- 
ered the  fairest  method  yet  devised 
of  equalizing  the  cost  of  insurance 
between  those  who  carry  complete 
coverage  and  those  who  attempt  to 
get  away  with  only  enough  to  cover 
small  losses. 

COST  OF  FIRE  INSURANCE 

The  rate  (unit  cost  per  $100.00  of 
fire  insurance)  charged  depends  on 
many  factors — such  as  location,  con- 
struction, safety  devices  of  the  prop- 


erty to  be  insured,  what  a building 
contains,  and  the  fire  protection 
available  in  the  community.  Some- 
times individual  businesses  or  plants, 
by  taking  fire  prevention  measures, 
can  more  than  save  the  cost  because 
of  the  resulting  improved  classifica- 
tion due  to  the  decrease  in  hazards. 
The  community,  by  substantial  im- 
provements in  its  over-all  fire  de- 
fenses, may  bring  about  lower  fire 
costs  for  all. 

Fire  insurance  rates  depend  on: 

1.  Whether  the  building  is  rein- 
forced concrete,  brick,  stone,  or 
wood. 

2.  Whether  it  is  an  apartment 
dwelling  or  individual  dwelling; 
or  what  is  the  type  of  occupancy 
in  stores  and  plants. 

3.  Location — Buildings  in  a con- 
gested area,  depending  on  the 
type  of  construction  of  the  build- 
ings and  surrounding  structures, 
usually  carry  a higher  rate  than 
like  ones  in  noncongested  neigh- 
borhoods, except  dwellings  situ- 
ated outside  areas  served  by  city 
water  protection,  which  take  a 
higher  rate. 

4.  Safety  devices;  fire  equipment  in 
the  community,  etc. 

5.  The  rate  also  depends  on  the 
period  of  time  for  which  the 
policy  is  written.  Most  classes  of 
property  insurance  can  be  written 
for  a term  of  from  two  to  five 
years,  at  a substantial  saving  when 
compared  to  the  annual  cost. 

Fire  insurance  premium  rates  are 
quoted  for  one  or  more  years  on 
$100  units.  Fire  insurance  policies 
may  also  be  written  for  periods  of 
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less  than  a year.  Such  policies  are 
called  short-term  policies.  When 
policies  are  cancelled  by  the  insured, 
short-term  rates  also  apply  in  de- 
termining the  refund. 

ADJUSTMENT  AND  PAYMENT  OF 
CLAIMS 

The  typical  policy  in  use  in  most 
states  provides  that  in  case  of  a loss, 
the  policyholder  shall  (1)  make  im- 
mediate written  notice  of  loss  to  the 
company,  (2)  protect  property  from 
further  damage,  (3)  render  proof  of 
loss  within  sixty  days.  The  proof  of 
loss  signed  and  sworn  to  by  the  in- 
sured shall  state:  (1)  time  and  origin 
of  the  loss,  (2)  interest  of  the  as- 
sured, (3)  actual  cash  value  and 
amount  of  loss,  (4)  encumbrances, 
if  any,  (5)  all  other  insurance,  (6) 
changes  in  title  and  use  of  the  prop- 
erty, (7)  occupancy  at  time  of  loss, 
(8)  whether  the  property  stood  on 
leased  ground. 

However,  as  a practical  matter  the 
policyholder  need  only  telephone 
the  agent  or  broker  from  whom  the 
policy  was  purchased  that  a loss  has 
occurred  and  protect  the  property 
from  further  damage. 

The  companies  maintain  staffs  of 
qualified  adjusters  throughout  the 
United  States  who  spend  their  entire 
time  in  assisting  policyholders  in  the 
presentation  of  their  claims.  These 
adjusters,  from  long  experience,  are 
well  qualified  to  determine  values 
and  extent  of  loss.  Throughout  the 
country  and  with  the  help  of  the 
policyholder,  literally  thousands  of 
claims  daily  are  satisfactorily  agreed 
upon,  with  the  adjuster  preparing 
the  proof  of  loss  so  that  all  that  is 


required  is  the  signature  of  the  in- 
sured, witnessed  by  a notary  public. 

When  the  agent  receives  notice  of 
loss  he  notifies  the  company  which 
in  turn  notifies  an  adjuster  nearest 
the  scene  of  the  damage.  A meeting 
between  the  insured  and  adjuster  is 
quickly  arranged.  When  the  loss  is 
agreed  upon  and  proof  of  loss  pre- 
pared and  signed,  the  adjuster  sends 
all  the  papers  to  the  company.  The 
company  in  turn  prepares  the  loss 
check  in  payment,  sending  it  to  the 
agent,  the  agent  concluding  the  mat- 
ter by  handing  the  check  to  the 
insured. 

In  the  rare  cases  when  the  adjuster 
and  the  insured  cannot  agree  on  the 
proper  amount  of  the  claim,  the 
policy  provides  that  each  will  choose 
an  appraiser,  and  these  two  apprais- 
ers will  choose  an  umpire,  who  will 
decide  the  question.  Incidentally, 
this  long-established  insurance  prac- 
tice is  one  of  the  earliest  examples 
of  arbitration,  which  is  becoming 
today  more  and  more  common  in  all 
business  relationships. 

While  the  standard  policy  pro- 
vides for  payment  sixty  days  after 
proof  of  loss,  probably  95  per  cent 
of  all  fire  losses  are  paid  well  within 
thirty  days. 

After  a claim  is  settled,  the  loss 
is  deducted  from  the  face  of  the 
policy.  The  insured  may  then  pay 
another  premium  if  he  wishes  to 
bring  the  insurance  up  to  the  orig- 
inal amount.  (Some  policies  do  not 
require  this  if  loss  is  under  a nominal 
amount,  such  as  $250.) 

POINTERS  ON  BUYING  FIRE  INSURANCE 

1.  Read  your  policy  and  the  en- 
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dorsements  attached  to  the  standard 
form.  Ask  your  representative  to  ex- 
plain clauses  you  do  not  understand. 
In  general: 

a.  The  policy  names  the  things  to 
be  insured  under  the  policy  and 
gives  the  maximum  of  liability. 
Be  sure  to  note  whether  it  in- 
cludes extended  coverage.  Also 
note  whether  it  has  a co -insurance 
clause. 

b.  It  names  the  exact  date  and  hour 
of  expiration. 

c.  It  states  the  rate,  premium,  and 
other  considerations. 

d.  It  states  the  provisions  for  inter- 
ruption or  temporary  suspension 
of  the  contract. 

e.  It  states  provisions  for  the  void- 
ance  of  the  contract. 

f.  It  gives  the  provisions  for  the  re- 
moval of  property. 

g.  It  states  provisions  for  reporting 
the  fire. 

h.  It  gives  provisions  for  the  settle- 
ment of  losses. 

2.  For  fire  insurance  records, 
make  an  inventory  of  the  goods  cov- 
ered. For  each  item  give  date  pur- 
chased, cost,  and  estimated  present 
value.  Keep  the  record  in  a safe  place 
— if  not  in  a safety-deposit  box  or  a 
safe,  at  least  away  from  the  property 
that  the  policy  covers.  Also,  make 


an  inventory  of  your  personal  pos- 
sessions that  would  not  be  included 
under  household  goods,  namely  cur- 
rency, deeds,  etc. 

3.  Buy  from  a reliable  company 
and  from  an  insurance  agent  or 
broker  who  is  of  the  highest  caliber. 
This  insurance  representative  is  the 
one  who  will  write  the  policy  and 
probably  also  the  person  who  will 
help  you  in  case  of  loss.  The  com- 
pany should  be  one  that  has  been 
licensed  to  do  business  by  your  state 
insurance  department.  Insurance 
companies  must  measure  up  to  and 
maintain  certain  minimum  financial 
standards  in  order  to  be  licensed  to 
do  business  in  most  states.  In  other 
words,  do  not  purchase  a policy  by 
mail  from  a company  that  your  state 
insurance  department  has  refused 
to  license. 

4.  Remember  you  can  usually 
save  money  by  buying  for  a term  of 
years  instead  of  for  a single  year. 

5.  In  the  event  of  a loss,  call  your 
insurance  agent  or  broker  and  pre- 
pare to  file  a proof-of-loss  statement 
promptly. 

* * 


1.  Interview  a fire  insurance  sales- 
man. 

a.  Find  out  the  fire  insurance  rates  on 
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several  types  of  property  in  your  city 
or  community. 


b.  Find  out  fire  claims  paid  in  your  city 
by  fire  companies  during  the  past 
year. 

c.  Find  out  the  causes  of  the  fires; 
could  they  have  been  prevented? 

d.  Have  any  fires  occurred  in  which 
the  property  was  not  properly  cov- 
ered by  insurance?  What  kind  of 
insurance  policy  should  the  owners 
have  had? 

2.  If  possible,  examine  your  family’s 

fire  insurance  policies. 

a.  Find  out  total  amount  of  insurance 
on  house. 

b.  Find  out  total  amount  of  insurance 
on  furniture. 

c.  See  if  policies  are  endorsed  to  in- 
clude extended  coverage.  If  not, 
what  hazards  are  excluded? 

d.  Is  the  garage  covered?  Its  contents? 
How  about  other  buildings,  etc.? 

e.  What  is  the  term  of  each  policy? 
Date  of  expiration?  What  assurance 
is  there  that  your  family  will  be 
aware  of  a policy’s  expiration — that 
the  property  will  not  be  uninsured 
for  a few  days? 

f.  Do  you  think  your  family’s  fire  in- 
surance program  is  sound  and  ade- 
quate? Can  you  suggest  improve- 
ments? 

* * * 

PROPERTY  INSURANCE 
OUTSIDE  YOUR  HOME 
Your  daily  activities  and  those  of 

your  family  extend  far  beyond  the 


address  where  you  live,  and  it  is  im- 
portant to  study  the  extent  to  which 
insurance  spreads  a mantle  of  pro- 
tection over  nearly  everything  that 
affects  you.  Each  of  us  is,  of  course, 
a consumer,  using  products  from 
many  business  sources  which  in  turn 
have  transported  their  merchandise, 
sometimes  from  great  distances,  even 
from  overseas. 

Many  of  us,  too,  are  or  will  be 
owners  of  individual  businesses 
facing  a multiplicity  of  risks  which 
we  dare  not  face  unless  we  can  share 
much  of  the  burden  through  the 
medium  of  insurance.  Many  of  us 
work  for  others,  and  the  mortality 
in  our  jobs  might  well  be  disastrous 
were  it  not  for  the  insurance  protec- 
tion our  employer  purchases  to  help 
assure  the  continuity  of  his  business 
and  even  to  pay  our  wages  should 
his  property  have  to  be  closed  for 
repairs  or  reconstruction  due  to  fire 
or  other  disaster. 

Property  insurance  is  often  called 
a foundation  stone  of  our  modern 
credit  system  upon  which  every 
business  depends  and  through  which 
most  of  us  buy  homes,  cars,  tractors 
and  other  substantial  purchases.  In- 
surance lifts  an  important  part  of  the 
burden  of  risk  from  those  who  pio- 
neer in  new  ventures,  who  promise 
us  ever  new  achievements  for  to- 
morrow’s art  of  living.  The  romance 
of  business  triumphs — in  many  var- 
ied fields — is  paralleled  by  the  scope 
of  insurance  protection  that  has  been 
adapted  to  the  many  needs  of  many 
businesses.  Here  we  have  space  to 
touch  upon  only  a few  highlights, 
principally  fire  and  marine  insur- 
ance, and  theft  insurance. 
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MARINE  INSURANCE 

The  oldest  type  of  insurance  for 
business  and  commerce  is  what  we 
now  call  “ocean  marine”  insurance. 
It  applies  to  ships  or  “hulls”  and 
their  cargoes.  The  protection  covers 
against  such  perils  as  collision, 
stranding,  sinking,  fire,  and  other 
“perils  of  the  sea.”  Shipments  on 
the  Great  Lakes  and  navigable  rivers 
are  also  included  under  this  type  of 
protection. 

Marine  insurance  is  the  form  also 
used  to  cover  ships  being  con- 
structed in  a shipyard  or  drydock — 
or,  in  the  case  of  smaller  boats,  it 
is  extended  to  cover  them  while 
stored  temporarily  on  land. 

Some  insurance  firms  specialize 
in  handling  marine  insurance,  and 
their  principal  offices  are  usually  lo- 
cated in  the  large  seaport  cities ; how- 
ever, it  is  possible  to  purchase  marine 
protection  from  any  agency  or 
broker  in  inland  towns  as  well. 

INLAND  MARINE  INSURANCE 

As  the  name  indicates,  this  form 
of  protection  originally  grew  out  of 
ocean  marine  insurance,  as  cargoes 
destined  for  inland  locations  were 
usually  reshipped  from  seaport  ter- 
minals by  rail,  river  barge,  or  other 
transport  facility,  thus  creating  new 
circumstances  and  perils. 

Today  the  term  inland  marine  in- 
surance is  applied  to  many  forms 
of  protection.  In  general,  it  may  be 
said  that  it  is  designed  to  cover  mov- 
ing or  floating  property.  It  thus  in- 
cludes the  long  list  of  floater  or  “all 
risks”  policies  which  are  now  com- 
monly sold  to  protect  such  items  as 
furs,  jewelry,  fine  arts,  unusual  col- 


lections, sporting  equipment,  and 
similar  property.  Merchandise  in 
transit  by  freight,  express,  and  post, 
on  rail,  truck,  or  air  transport  ac- 
counts for  a large  volume  of  this 
necessary  protection. 

In  the  last  twenty-five  years  a 
great  development  has  taken  place  in 
the  variations  of  this  form  of  insur- 
ance, which  has  made  it  a most  use- 
ful and  adaptable  coverage  for  house- 
holders as  well  as  for  businessmen.  It 
is  now  commonplace  to  be  protected 
by  inland  marine  policies  against  loss 
of  fur  garments  in  storage,  clothes 
at  the  laundry  or  dry  cleaners,  per- 
sonal effects  while  away  from  home, 
and  against  loss  of  securities  by  reg- 
istered mail. 

It  should  be  mentioned  in  consid- 
ering one’s  needs  for  inland  marine 
insurance  that  the  modern  fire  in- 
surance policy,  covering  household 
contents,  automatically  covers  these 
same  contents,  while  off  the  premises 
described,  up  to  10  per  cent  of  the 
amount  named  in  the  policy  thereon. 
The  coverage  against  the  perils  of 
fire  and  lightning  thus  would  nor- 
mally cover  rugs  at  the  cleaners,  fur- 
niture at  the  upholsterers,  clothing 
while  on  vacation  or  away  at  college 
and  so  on. 

If  the  extended  coverage  endorse- 
ment is  attached  to  the  policy,  the 
contract  is  thereby  extended  to  in- 
clude such  perils  while  household 
contents  are  removed  from  the 
premises. 

This  is  a good  instance  of  the  man- 
ner in  which  qualified  insurance 
agents  are  of  great  help  in  advising 
on  the  best  form  of  insurance  to 
meet  a particular  situation.  It  is  not 
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uncommon  to  have  an  inland  marine 
contract  so  “tailored”  that  it  speci- 
fies the  peculiar  set  of  circumstances 
against  which  one  wishes  to  protect 
himself.  Basically,  there  must  be  a 
valid  insurable  interest  as  in  regular 
fire  and  marine  insurance,  but  the 
ramifications  of  “floating”  property 
or  goods  in  transit  are  so  varied  that 
“standard”  forms  do  not  always  fit. 
Such  perils  as  the  following  may  be 
included:  fire,  transit,  accidental 

damage,  theft,  Acts  of  God  (e.g., 
lightning,  hail,  windstorm,  earth- 
quake, flood,  landslide),  collision, 
derailment,  and  many  others.  About 
the  only  damages  against  which  these 
policies,  as  a rule,  do  not  contem- 
plate protection  are  wear  and  tear, 
natural  depreciation,  or  inherent 
defects. 

OTHER  TYPES  OF 
PROPERTY  INSURANCE 

Fire  and  marine  insurance  com- 
panies also  write  other  interesting 
types  of  insurance  policies  covering 
many  specific  hazards.  These  are 
known  as  “allied  lines”  and  include 
hail  and  windstorm  (for  farm  crops), 
livestock  insurance,  profits  and  com- 
missions insurance,  leasehold  inter- 
est insurance,  demolition  or  contin- 
gent liability  (from  operation  of 
building  laws),  rent  or  rental  value 
insurance,  and  business  interruption 
insurance. 

The  last  two  are  perhaps  most  in- 
teresting to  all  of  us.  Let’s  take  a 
quick  look  at  them. 

Homes  are  built  to  live  in.  If  a 
home  should  be  destroyed,  the 
owner  would  be  obliged  to  live  else- 


where while  his  home  was  being  re- 
built. The  rent  he  would  pay  during 
this  period  would  represent  a loss  as 
actual  as  the  destruction  of  the  home 
itself.  It  would  be  logical,  therefore, 
to  insure  against  such  a loss  through 
the  purchase  of  “rent  or  rental  value 
insurance.” 

If  business  property  is  destroyed, 
a similar  type  of  protection  is  avail- 
able. Businesses  are  conducted  for 
the  income  they  produce;  if  the 
property  is  destroyed,  the  income 
is  also  destroyed.  Insurance  for 
the  protection  against  loss  of  that 
income,  which  is  needed  to  pay 
employees’  salaries,  taxes,  bond  in- 
terest, etc.,  is  known  as  “business 
interruption  or  use  and  occupancy 
insurance.” 

Another  type  of  property  insur- 
ance that  helps  to  promote  the 
smooth  operation  of  many  a business 
is  steam  boiler , flywheel,  and  ma- 
chinery insurance.  The  explosion  or 
rupture  of  boilers  and  the  disinte- 
grating of  rotating  machines,  tur- 


Insurance  usually  provides  for  replacement 
of  this  window 
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bines,  and  generators  can  cause 
serious  damage  to  property  as  well 
as  to  life.  Insurance  against  damage 
to  the  boiler  or  machine  itself,  as 
well  as  the  insured’s  property  adja- 
cent and  that  belonging  to  others,  is 
commonly  covered  by  such  form  of 
insurance.  Companies  writing  this 
type  of  insurance  spend  a large  part 
of  the  premium  to  maintain  com- 
petent engineering  and  inspection 
service  to  keep  losses  to  a minimum. 
Their  loss  prevention  work  is  more 
costly  than  the  payment  of  claims  in 
the  aggregate.  Because  of  the  spe- 
cialized nature  of  these  inspection 
services,  policyholders  are  invariably 
eager  to  receive  them. 

Other  forms  also  have  special  serv- 
ices which  are  as  important  as  the 
payment  of  claims  by  the  company. 
Plate  glass  insurance  indemnifies  the 
owner  for  breakage  and  cracking  of 
plate  glass  windows,  showcases,  etc., 
but  what  an  assured  desires  most  is 
replacement , and  so  most  claims  of 
this  type  of  insurance  result  in  hav- 
ing experts  re-install  new  glass. 

Title  insurance  is  another  “spe- 
cial service”  form.  The  research 
necessary  to  be  performed  by  title 
searchers  and  abstractors  is  as  im- 
portant to  the  owner  as  the  guaran- 
tee against  defect  in  the  title,  which 
forms  the  basis  of  the  coverage. 

Explosion,  riot  and  civil  commo- 
tion, vandalism  and  malicious  mis- 
chief, make  up  a group  of  perils 
which  can  be  insured  against  in  one 
policy  or  separately.  Sometimes  they 
are  added  to  a fire  insurance  policy 
by  endorsement  at  an  additional 
premium.  The  explosion,  or  riot, 
need  not  occur  on  the  property 


named  in  the  policy.  For  example, 
if  a gas  holder  exploded  and  dam- 
aged a factory  building  several 
blocks  away,  the  factory  owner 
would  have  a legitimate  claim  if  he 
had  an  explosion  insurance  policy. 

Credit  insurance  is  one  of  the 
more  recent  types  of  property  insur- 
ance. Its  object  is  to  insure  against 
unusual  losses  resulting  from  insol- 
vent debtors.  It  is  a means  of  spread- 
ing the  losses  caused  by  the  business 
reverses  of  a few  over  many.  It  is  a 
factor  in  the  stabilization  of  our 
credit  system. 

We  could  go  on  and  mention 
numerous  other  types,  but  these  will 
suffice  to  show  that  it  is  possible 
to  protect  property  against  a wide 
range  of  risks.  In  all  cases,  the  insur- 
ance is  based  on  the  law  of  averages, 
and  property  rights  are  being  pro- 
tected against  loss.  The  insurance  is 
taken  out  for  pure  protection  in  case 
of  a loss,  and  there  is  no  investment 
or  thrift  element  connected  with  it. 

BURGLARY,  THEFT,  AND  ROBBERY 
INSURANCE 

Casualty  insurance  companies, 
prominent  in  accident  and  crime 
prevention,  have  paid  particular  at- 
tention to  the  fact  that  you  may  lose 
your  possessions  because  someone 
steals  them.  Theft  insurance  pro- 
vides reimbursement  for  loss  of  goods 
caused  by  stealing.  It  covers  loss 
caused  by  tradesmen,  mechanics,  and 
servants  working  on  the  premises,  or 
losses  caused  by  persons  gaining  en- 
trance to  the  premises  without  use 
of  force.  Burglary  insurance,  on  the 
other  hand,  implies  forceful  entrance 
into  the  premises. 
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For  example,  a burglar  may  break 
in  at  night  and  take  money  from  the 
safe  at  a grocery  store  or  articles 
from  a home.  Robbery  takes  place  in 
the  presence  and  knowledge  of  the 
person  or  persons  in  charge,  but  they 
are  restrained  by  force,  intimida- 
tion, violent  assault,  and  in  some 
cases  death,  from  preventing  the 
crime.  For  example,  a grocer  at  the 
point  of  the  gun  may  be  forced  to 
hand  over  the  money  in  his  safe;  an 
automobile  owner  may  be  forced  to 
turn  over  his  car ; or  the  occupant  of 
a house  may  be  made  to  keep  still 
while  the  robber  helps  himself  to 
jewels,  money,  and  clothes.  Some  in- 
surance policies  cover  particular 
premises,  and  compensation  is  paid 
only  if  the  goods  are  stolen  from  that 
particular  place.  Other  policies  are 
written  to  follow  the  person,  the  in- 
surance covering  the  loss  no  matter 
where  the  theft  takes  place.  To  illus- 


trate: a household  burglary  policy 
may  be  written  on  goods  located  in 
Des  Moines,  Iowa.  The  insured  goes 
to  Washington,  D.  C.,  for  a visit  and 
has  his  best  overcoat  or  his  pocket- 
book  stolen.  The  insurance  company 
will  pay  the  amount  due  under  the 
policy. 

Bankers  often  carry  burglary  and 
robbery  insurance  policies.  Mer- 
chants often  carry  policies  to  cover 
their  pay  roll,  goods  or  money  car- 
ried by  messengers,  and  the  contents 
of  the  store  or  office.  There  are  many 
types  of  theft,  robbery,  and  bur- 
glary policies. 

KEEPING  POLICIES 
IN  FORCE 

A person  may  have  many  separate 
policies.  They  may  be  kept  at  home, 
at  an  office,  or  in  a safe-deposit  box. 
If  there  is  a mortgage  on  a building, 
the  chances  are  that  the  original  fire 
policies  are  in  the  possession  of  a 
mortgagee  and  only  a memorandum 
or  certificate  of  insurance  is  in  the 
hands  of  the  owner.  It  is  advisable, 
therefore,  to  keep  an  expiration  rec- 
ord, showing  dates  when  the  various 
policies  expire.  Any  agent  will  sup- 
ply his  customers  with  such  a record 
book. 


INSURANCE  IN  YOUR  COMMUNITY 

Interview  an  insurance  agent  and  find  out  from  him  the  types  of 
property  risks,  the  order  of  their  importance,  the  appropriate  insur- 
ance protection,  and  the  approximate  cost  for  several  typical  cases  of 
families  in  your  vicinity;  e.g.,  a farmer  who  owns  his  place  and  one 
who  rents  a farm;  a storekeeper  who  also  owns  his  home;  a factory 
worker  who  lives  in  an  apartment;  a banker. 
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AUTOMOBILE  INSURANCE 

Listen  to  your  watch  as  it  ticks  off 
thirty  seconds.  During  that  short  in- 
terval one  person  was  killed  or 
injured  somewhere  in  the  United 
States  by  automobile.  With  every 
death  and  injury  from  an  automo- 
bile accident  there  is  a financial  loss. 
What  insurance  can  be  taken  out  to 
cover  these  losses? 

Complete  automobile  coverage 
includes  six  types  of  protection: 
bodily  injury,  property  damage,  col- 
lision, fire,  thejt,  medical  payment. 

Bodily  injury  insurance  covers 
the  legal  liability  which  may  be 
imposed  upon  the  owner  of  a car 
if  his  car  injures  or  kills  someone.  A 
property  damage  policy  similarly 
covers  damages  to  property  belong- 
ing to  others.  Collision  insurance 
protects  one’s  own  car  against  dam- 
ages sustained  by  colliding  with 
other  objects.  Either  the  car  or  the 
object  may  be  moving  or  stationary, 
or  both  can  be  moving,  as  when  two 
cars  collide.  Overturn  or  upset  is 
also  covered.  A deductible  clause 
may  be  used  whereby  the  owner 
stands  the  first  $25,  $50,  or  $100  of 
damage  and  the  company  pays  the 
balance.  This  permits  a substantial 
saving  in  total  cost  of  this  insurance. 
Fire  insurance  provides  protection 
against  fire  or  lightning  damage  to 
the  car,  its  upholstery,  and  acces- 
sories, but  does  not  cover  the  owner’s 
personal  effects,  such  as  auto  rugs, 
gloves,  maps,  registration,  license, 


etc.  Theft  insurance,  as  its  name 
suggests,  protects  the  owner  in  case 
his  car  is  stolen.  It  does  not  cover  the 
contents  of  the  car,  either.  (Special 
policies  may  be  taken  out  to  protect 
the  contents  of  the  car  from  loss  by 
fire  or  theft.)  Medical  payment  in- 
surance is  intended  to  pay  all  reason- 
able medical  and  surgical  expense 
for  persons  injured  because  of  the 
operation  of  your  family  car.  Com- 
prehensive automobile  insurance 
combines  several  coverages  in  one 
policy.  It  is  customary  to  include  in 
such  a policy,  fire,  theft,  and  colli- 
sion. There  may  also  be  added  wind- 
storm, explosion,  hail,  towing,  and 
road  service.  The  total  amount  of 
insurance  is  the  value  of  the  car — 
each  loss  not  exceeding  the  cost  to 
repair  or  replace  the  damage. 
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Since  the  insurance  coverage  in- 
cluded in  fire,  theft,  or  comprehen- 
sive policies  on  an  automobile  is  very- 
much  like  similar  insurance  on  other 
kinds  of  property,  let  us  concentrate 
on  bodily  injury,  property  damage, 
and  collision  insurance. 

BODILY  INJURY  INSURANCE 

There  are  two  reasons  why  one 
should  consider  seriously  whether  he 
should  drive  a car  without  liability 
insurance. 

1.  Self-protection:  If  your  car  in- 
jures one  or  more  persons  seri- 
ously, they  may  sue  you  and 
secure  a judgment  amounting  to 
many  thousands  of  dollars.  If  you 
are  driving  your  father’s  car,  he 
may  be  held  liable.  The  result 
might  be  that  he  would  lose  much 
or  all  of  his  property;  and  a large 
portion  of  his  income  for  many 
years  might  be  attached  by  the 
court  judgment  against  him.  Few 
persons  like  to  carry  so  large  a 
risk  by  themselves. 

2.  Protection  to  others:  Perhaps,  as 
a young  man,  you  may  have  al- 
most no  property  or  income 
which  could  be  affected  by  a court 
judgment.  But  do  you  want  to  be 
responsible  for  leaving  some 
other  family  in  want  because 
your  car  struck  down  its  bread- 
winner and  you  were  notrable  to 
make  any  payment?  Is  there  not 
a larger  matter  of  simple  decency 
involved?  Will  not  a responsible 
person  wish  to  pay  as  well  as  he 
can  toward  any  loss  he  causes 
others? 

The  cost  of  bodily  injury  insur- 


ance is  based  on  the  territory  in 
which  the  car  owner  permanently 
garages  his  automobile.  Since  there 
are  more  accidents  in  thickly  popu- 
lated areas  than  in  smaller  com- 
munities, it  follows  that  liability 
insurance  costs  less  in  Waterloo, 
Iowa,  for  example,  than  it  costs  in 
Chicago.  Whatever  the  cost,  the 
peace  of  mind  that  liability  insur- 
ance gives  the  car  owner  makes  that 
protection  well  worth  the  cost. 

The  economic  and  social  cost  of 
automobile  accidents  is  so  great  that 
many  people  have  suggested  that  all 
drivers  of  automobiles  should  be  re- 
quired to  take  out  liability  insurance 
so  that  the  injured  person  will  not 
suffer  financial  damage  as  well  as 
physical  hurt.  A driver  of  slender 
means  who  injures  another  has  no 
way  of  making  financial  repara- 
tion except  through  insurance.  But 
should  the  owner  of  a $50  car  escape 
paying  for  damages  and  injuries 
merely  because  he  has  no  money? 

PROPERTY  DAMAGE  INSURANCE 

To  a certain  degree,  the  same  ar- 
guments as  above  apply  to  property 
damage.  If,  for  example,  you  were 
to  cause  a collision,  wreck  another 
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person’s  car,  or  drive  into  a store 
front  and  wreck  part  of  the  building, 
you  might  be  held  legally  respon- 
sible for  an  amount  that  would  set 
you  and  your  family  back  seriously. 
The  maximum  liability  is  not  likely 
to  be  as  great  as  that  resulting  from 
injuring  a person,  but  it  can  be  a 
heavy  load.  And,  again,  a self-re- 
specting person  prefers  to  pay  for 
damages  he  may  cause. 

Property  damage  and  bodily  in- 
jury are  commonly  combined  in  the 
same  policy.  A typical  policy  pro- 
vides a maximum  of  $10,000  cover- 
age in  the  injury  or  death  of  one 
person,  $20,000  for  more  than  one 
person,  and  $5,000  for  damage  to 
property.  On  such  a policy  the  prop- 
erty damage  insurance  costs  con- 
siderably less  than  the  bodily  injury 
insurance. 

COLLISION  INSURANCE 

Persons  who  want  complete  insur- 
ance on  their  own  car  should  add  a 
collision  policy  (which  may  be  com- 
bined with  the  bodily  injury  and 
property  damage  policy) . Since  colli- 
sion insurance  is  fairly  expensive, 
many  persons  prefer  to  carry  this 
risk  themselves. 


Whether  or  not  this  is  wise  will 
depend  on  circumstances.  For  ex- 
ample, a young  salesman,  with  little 
money  or  property  except  a nearly 
new  car  which  he  would  have  diffi- 
culty in  replacing  if  it  were  wrecked, 
might  be  better  off  to  carry  collision 
insurance.  But  a well-to-do  family 
could  easily  carry  the  risk,  for  the 
maximum  loss  would  not  be  serious 
to  it.  And  even  persons  with  little 
money  would  hardly  need  collision 
insurance  on  an  old  jalopy. 

A somewhat  lower  rate  can  be  se- 
cured by  buying  a $50  or  $100  de- 
ductible policy.  In  such  a policy  the 
insured  carries  his  own  risk  on  small 
damages,  which  are  the  most  com- 
mon, but  secures  protection  on 
larger  losses.  For  many  persons  this 
is  probably  the  most  sensible  ar- 
rangement, if  one  carries  collision 
insurance  at  all. 

IN  CASE  OF  ACCIDENT 

1.  Be  sure  to  secure  name  and  ad- 
dress of  all  occupants  of  car  and 
all  injured  persons. 

2.  Be  sure  to  secure  names  and  ad- 
dresses of  witnesses. 

3.  Jot  down  description  of  injuries 
to  persons  and  to  property. 
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4.  Jot  down  accurate  description  of 
location  of  accident,  time  of  day, 
visibility,  condition  of  road,  etc. 

5.  Note  all  signs  of  damage — as  tire 
marks  or  marks  of  skidding  on 
pavement. 

6.  Call  police  or  county  officer  in 
charge  of  highways. 

7.  Notify  your  insurance  company 
at  once. 

8.  For  your  own  protection  do  little 
or  no  talking  but  note  remarks 
and  expressions  of  others  in- 
volved in  the  accident  and  make 
a complete  report  to  your  insur- 
ance company. 

* * * 

1.  Secure  automobile  policies  of  sev- 
eral types  and  check  on  the  following 

points : 

a.  When  does  the  policy  become  effec- 
tive? What  period  does  it  cover? 

b.  What  is  maximum  amount  of  dam- 
age the  insurance  company  will  pay 
for  each  risk  insured? 

c.  What  is  the  total  cost  of  the  policy? 
What  is  the  cost  of  various  risks  in- 
sured? Would  it  be  cheaper  to  take 
out  a comprehensive  policy  or  to  buy 
several  coverages  separately? 

d.  Are  there  any  restrictions  in  regard 
to  the  use  of  the  automobile? 

e.  Are  the  people  riding  in  your  car 
covered  in  case  of  accident? 

f.  Are  relatives  riding  in  your  car  cov- 
ered? 

g.  What  responsibilities  does  the  own- 
er of  the  automobile  have  in  giving 
notice  of  loss  or  damage? 

h.  If  a suitcase  or  a Christmas  package 
was  stolen  from  the  car,  would  the 
loss  be  covered  by  theft  insurance? 

i.  If  the  driver  was  breaking  a law 
when  an  accident  occurred  would 
the  losses  be  covered  under  the  pol- 
icy? 


j.  If  the  owner  should  drive  a friend’s 
car  and  have  an  accident,  whose  pol- 
icy would  cover  the  loss? 

k.  Is  your  insurance  good  if  an  unli- 
censed or  under-age  driver  is  using 
your  car? 

2.  Since  1927  a compulsory  automo- 
bile liability  insurance  act  has  been  in 
effect  in  Massachusetts.  No  other  state 
has  adopted  such  a law,  though  some 
thirty-four  of  our  states,  and  the  Dis- 
trict of  Columbia,  Hawaii,  and  all  the 
English-speaking  provinces  of  Canada 
have  adopted  various  forms  of  financial 
responsibility  laws.  What  are  the  pro- 
visions of  your  state  laws?  Compare 
your  laws  with  the  Massachusetts  plan. 

3.  What  determines  the  cost  of  auto- 
mobile liability  insurance?  Are  the 
rates  the  same  for  the  country  and  for 
the  city?  For  all  cities?  For  all  classes 
of  drivers?  Explain  fully.  How  do  the 
rates  in  your  community  compare  with 
rates  in  the  next  largest  city?  You  can 
get  this  information  from  an  automo- 
bile insurance  agent. 

4.  What  are  the  social  and  individ- 
ual advantages  of  the  plan  of  rewarding 
car  owners  who  maintain  a perfect 
safety  record,  by  giving  them  at  the  end 
of  the  policy  year  a substantial  dis- 
count in  the  cost  of  their  insurance? 

5.  Consider  when  an  automobile 
owner  should  carry  collision  insurance. 
Would  the  place  the  driver  lives  play 
a part  in  your  answer?  The  value  of  the 
car  he  drives?  The  assets  of  the  owner? 
The  carefulness  or  recklessness  of  the 
driver?  Why  do  many  people  feel  that 
it  is  financially  wiser  for  them  to  carry 
their  own  collision  risk? 

6.  Should  “guest  occupants”  of  an 
automobile  be  allowed  to  collect 
against  the  driver  in  case  of  accident? 
Do  ordinary  liability  policies  cover 
guests? 

7.  If  you  carry  a policy  with  a $50 
deductible  clause  and  have  a collision 
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damaging  the  car  to  the  extent  of  $500, 
how  much  does  your  insurance  com- 
pany pay? 

8.  Your  car,  which  is  worth  $300 
today,  is  completely  destroyed  by  fire. 
How  much  insurance  will  you  get  if 
you  have  a $600  fire  policy? 

9.  Rates  for  automobile  insurance 
vary  with  the  kind  of  car,  its  age,  with 
the  part  of  the  country  in  which  the 
car  is  registered,  and  with  the  kind  of 
insurance  bought.  Get  rates  for  your 
community  for  fire,  theft,  collision, 
property  damage,  and  public  liability 
on  each  car.  Figure  the  total  costs  on 
the  various  cars  owned  by  parents  of 
class  members.  What  is  the  maximum 
coverage  anyone  carries?  Minimum? 

10.  Debate  or  forum  proposition: 
The  owner  of  every  automobile  should 
be  compelled  by  law  to  carry  personal 
liability  and  property  damage  insur- 
ance. 

* * * 

PUBLIC  LIABILITY 

A workman  putting  up  your 
storm  windows  may  slip  and  break 
his  leg;  you  may  fall  down  an  ele- 
vator shaft  in  an  office  building;  the 
milkman  may  fall  on  your  icy  walk; 
a passer-by  may  drop  through  the 
trap  door  the  merchant  left  open  on 
the  sidewalk;  or  your  dog  may  bite 
someone,  either  on  or  away  from 
your  premises.  All  of  these  instances 
— and  others  too  numerous  to  men- 
tion— might  cause  action  to  be 
brought  against  the  property  owner 
and  cost  him  a great  deal  of  money. 
Liability  insurance  offers  protection 
against  such  risks. 

Owners  of  buildings  or  stores  fre- 
quented by  the  public  have  found  it 
desirable  to  carry  liability  insurance 


against  claims  which  may  arise  out 
of  accidents  occurring  in  the  build- 
ing or  on  the  sidewalk.  A great  many 
people  also  carry  such  policies  to 
protect  them  against  claims  arising 
in  their  homes  or  on  their  grounds. 

* . * * 

1.  Why  do  druggists  generally  carry 
liability  insurance?  Why  do  doctors? 
Why  do  some  restaurants? 

2.  If  you  should  fall  on  the  icy  pave- 
ment in  front  of  a store  and  break  your 
hip,  can  you  collect  damages  from  the 
proprietor?  If  so,  is  there  any  kind  of 
insurance  he  could  buy  to  protect  him- 
self against  such  risks?  If  the  accident 
occurred  in  front  of  a home,  should 
you  be  able  to  collect  damages  from 
the  owner?  If  so,  is  there  any  way  he 
can  avoid  the  consequences  of  this  risk? 

* * * 

SOURCES  OF  INFORMATION 

Where  can  you  go  to  get  informa- 
tion concerning  property  and  cas- 
ualty insurance  and  insurance  com- 
panies? We  suggest  the  following: 
Your  insurance  agent  and  your  in- 
surance company,  whose  name 
and  address  appear  on  each  policy. 
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Your  state  insurance  department , 
which  is  usually  located  at  the 
state  capital.  If  you  have  a com- 
plaint or  dispute,  consult  them. 

American  Institute  for  Property  and 
Liability  Underwriters,  Inc.,  36th 
and  Walnut  Streets,  Philadelphia 
4,  Pa.  This  institute  was  organized 
to  sponsor  and  advance  the  cause 
of  property  insurance  education 
at  the  collegiate  level. 

Insurance  Institute  of  America,  80 
John  Street,  New  York  7,  N.  Y. 
The  institute  conducts  classes  in 
insurance  at  many  centers  scat- 
tered throughout  the  country,  and 
also  issues  an  extensively  used  cor- 
respondence course  in  insurance. 

National  Association  of  Insurance 
Agents,  Educational  Division,  80 
Maiden  Lane,  New  York  7,  N.  Y. 
This  organization  sponsors  courses 
in  insurance  education  for  pros- 
pective as  well  as  experienced  in- 
surance agents. 

National  Board  of  Fire  Under- 
writers, 85  John  Street,  New  York 
7,  N.  Y.  An  educational  and  en- 
gineering organization;  a source 
of  material  and  information  on 
fire  insurance  data  and  on  fire  pre- 
vention and  protection  methods 
for  the  home  owner,  business,  in- 
dustry, and  government. 


Institute  of  Fire  Insurance,  Amer- 
ican Mutual  Alliance,  919  North 
Michigan  Avenue,  Chicago,  Il- 
linois. This  institute  conducts 
courses  in  fire  insurance  on  an  in- 
tensive basis  at  various  centers  in 
the  country. 

Insurance  Library  of  Boston,  89  Bat- 
terymarch  Street,  Boston,  Mass. 

Chamber  of  Commerce  of  the  United 
States,  Insurance  Department, 
Chamber  of  Commerce  Building, 
Washington,  D.  C.  This  office  is- 
sues many  pamphlets  dealing  pri- 
marily with  tax  problems  affecting 
insurance  and  with  governmental 
activities  in  insurance  and  in  fire 
and  accident  prevention. 

American  Management  Association, 
330  West  42nd  Street,  New  York, 
N.  Y.  The  insurance  section  of  the 
American  Management  Associa- 
tion deals  with  insurance  prob- 
lems of  the  buyer — particularly 
the  buyer  of  insurance  for  large 
commercial  properties. 

Association  of  Casualty  and  Surety 
Executives,  60  John  Street,  New 
York  7,  N.  Y.  Members  of  the 
association  include  sixty-six  of  the 
leading  stock  casualty  and  surety 
companies  doing  business  in  the 
United  States.  The  association  has 
fought  the  nation-wide  fraudu- 
lent claims  racket. 


PART  V 

THE  SYSTEM  OF  INSURANCE 

We  have  looked,  in  the  several  parts  of  this  booklet,  at  various 
more-or-less  distinctive  parts  of  the  total  organization  of  insur- 
ance. In  this  final  part  we  shall  try  to  weave  the  threads  together. 

For  one  thing,  this  means  looking  at  the  insurance  business  as 
a whole,  to  see  how  it  operates.  For  another  thing,  it  means  look- 
ing at  personal  programs  of  insurance  as  a whole,  to  see  how  the 
various  types  of  protection  must  be  co-ordinated. 

Part  V includes  two  chapters: 

Chapter  11.  Organization  and  Operation  of  the  Insurance  Busi- 
ness 

Chapter  12.  Two  Case  Studies  in  Programming  Insurance 
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INSURANCE  BUSINESS 


TYPES  OF  INSURANCE 
COMPANIES 

XIFE  INSURANCE 

Life  insurance  companies  are  of 
two  general  types:  stock  and  mutual. 
A stock  company  is  like  any  other 
business  corporation.  Its  ownership 
and  control  are  vested  in  the  hands 
of  stockholders  who  either  contrib- 
uted money  to  start  the  company  or 
who  have  bought  stock  after  the 
company  was  organized.  The  stock- 
holders elect  directors,  and  they  se- 
lect managing  officers.  The  profits  of 
the  corporation  belong,  often  with 
certain  limitations,  to  the  stockhold- 
ers, who  must  also  share  any  losses 
which  may  occur. 

Stock  companies  issue  chiefly  non- 
participating policies  at  guaranteed 
cost  to  policyholders.  However, 
many  such  companies  also  issue  par- 
ticipating policies  at  higher  rates, 
with  dividends  payable  to  policy- 
holders. 


A mutual  company,  on  the  other 
hand  has  no  stockholders.  It  is 
owned  by  the  policyholders,  who  con- 
trol the  management.  Favorable  or 
unfavorable  operating  experiences 
are  shared  by  the  policyholders 
through  adjustments  in  the  divi- 
dends paid  on  their  participating  pol- 
icies. A very  few  mutual  companies 
also  issue  some  nonparticipating  pol- 
icies. 

Limited  amounts  of  life  insurance 
can  also  be  purchased  over  the  count- 
er from  mutual  savings  banks  in 
three  states — Massachusetts,  New 
York,  and  Connecticut.  No  commis- 
sion is  charged  for  the  sale  of  such  a 
policy.  In  New  York  and  Massachu- 
setts these  savings  banks  are  mutual 
institutions  the  assets  of  which  belong 
to  the  depositors.  All  operations  are 
supervised  by  the  state.  Medical  ex- 
aminers and  actuaries  are  employees, 
not  of  the  bank  that  sells  the  insur- 
ance, but  of  the  state  supervisory 
agency. 

When  policies  are  bought  through 
savings  banks,  fewer  of  them  propor- 
tionately are  allowed  to  lapse.  This 
may  be  because  the  buyers  simply 
walk  up  to  the  counter  and  ask  for 
what  they  want  and  feel  they  can  af- 
ford. They  do  not  buy  under  a sales- 
man’s urging. 

There  has  been  considerable  agi- 
tation for  the  extension  of  this  plan 
to  other  states.  If  you  want  more  in- 
formation, you  can  get  it  by  writing 
to  the  State  Insurance  Commission- 
ers of  the  three  states,  or  to  U.  S. 
Department  of  Labor,  Washington, 
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D.  C.,  for  Bulletin  No.  44,  Savings- 
Bank  Life  Insurance. 

The  argument  most  commonly 
raised  in  favor  of  the  plan  is  the 
lower  net  cost.  You  can  find  out  how 
large  the  savings  are.  Of  course,  you 
will  want  to  consider  whether  the 
comparison  is  entirely  fair  to  the  in- 
surance companies,  which  furnish 
expert  advice  and  guidance  in  addi- 
tion to  bare  selling,  and  which  per- 
haps paid  for  the  advertising  or  per- 
sonal advice  which  sold  many  of  the 
savings-bank  insurance  buyers  on 
buying  a policy  in  the  first  place.  Of 
course,  no  existing  savings-bank  pro- 
gram offers  a complete  substitute  for 
the  services  available  through  insur- 
ance companies. 

In  Massachusetts  about  $25,000  is 
the  maximum  a person  may  buy  in 
this  way — $1,000  in  each  of  25  of  the 
31  banks  selling  the  insurance.  In 
New  York  and  Connecticut,  the 
ceiling  is  $3,000.  Only  those  living 
within  the  state  can  obtain  a policy, 
but  the  insurance  may  be  kept  if  the 
purchaser  subsequently  moves  out  of 
the  state.  The  price  of  savings-bank 
insurance  is  somewhat  lower  than 
typical  rates,  and  its  buyers  are,  for 
the  most  part,  people  of  modest 
means,  to  whom  security  is  vital  and 
savings  important. 

PROPERTY  AND  LIABILITY  INSURANCE 
ORGANIZATIONS 

As  in  life  insurance,  the  major 
types  of  property  insurance  organi- 
zations serving  the  American  public 
today  are  (1)  mutual  and  (2)  capital 
stock.  There  are  in  addition,  (3)  re- 
ciprocal exchanges,  (4)  Lloyd’s  or- 
ganizations, and  (5)  self-insurance. 


(1)  The  first  organized  insurance 
companies  were  composed  of  men 
who  banded  together  in  an  associa- 
tion to  insure  each  other.  Later,  they 
were  called  mutual  organizations. 
They  were  small,  both  in  England 
and  America.  There  are  still  many 
hundreds  of  these  small  local 
mutuals. 

Some  of  these  mutuals  grew  and 
became  strong.  A few  of  them  now 
operate  on  a nation-wide  basis. 
Their  common  method  of  operating 
is  to  charge  a fixed  premium  and  al- 
low a rebate  or  dividend  on  the  re- 
newal, depending  on  their  earnings. 
As  the  policyholders  are  the  owners, 
the  right  to  assess  them  in  event  of 
financial  reverses  is  inherent.  Some 
states  now  permit  the  elimination  of 
the  assessment  feature,  provided  a 
minimum  surplus  is  maintained. 
The  right  to  assess,  however,  is  al- 
ways existent,  and  if  the  surplus 
drops  below  the  minimum,  the  ex- 
emption in  the  law  no  longer  ap- 
plies. The  surplus  is  in  the  nature 
of  a reserve  for  contingencies  and  is 
accumulated  out  of  earnings. 
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(2)  Capital  stock  companies  de- 
rive their  name  from  the  capital 
fund  provided  by  stockholders.  The 
owners  (stockholders)  subscribe  a 
surplus  fund  as  well  as  capital,  which 
are  both  authorized  by  the  state  in 
which  the  company  is  chartered.  Ad- 
ditions to  the  surplus  fund  are  made 
from  time  to  time  from  earnings.  It 
is  an  extra  reserve  above  capital  to 
meet  contingencies,  such  as  con- 
flagrations. There  is  no  assessment 
of  policyholders.  The  stockholders 
must  stand  the  losses  in  case  of  in- 
solvency. Over  80  per  cent  of  the 
premiums  paid  for  fire  insurance 
and  allied  types  of  protection  are 
paid  to  capital  stock  companies. 

(3)  Reciprocal  exchanges  or  inter- 
insurers are  not  corporations  as 
are  the  mutual  and  capital  stock 
companies.  Here  the  policyholders 
(called  subscribers)  agree  to  ex- 
change insurance  with  each  other. 
Each  policyholder  individually  as- 
sumes his  proportionate  share  of 
every  other  policyholder’s  risk  in  ex- 
change for  all  of  them  assuming 
their  share  of  his  loss  if  one  should 
occur.  The  policyholders  may  be  in- 
dividuals or  firms.  The  main  object 
of  this  plan  is  to  secure  insurance  at 
actual  cost.  Its  success  depends  to  a 
large  extent  on  the  moral  standard 
of  the  subscribers,  the  efficiency  and 
honesty  of  the  management,  the  se- 
lection of  preferred  risks  over  a 
broad  area,  and  the  constant  inspec- 
tion of  risks  and  maintenance  of  pre- 
ventive measures  and  equipment. 

(4)  Lloyd’s  associations  or  organ- 
izations are  of  two  types — the  Lloyds 
of  London  and  the  firms  known  as 
the  American  Lloyd’s  Underwriters. 


Lloyds  of  London  is  a market  place 
where  insurance  protection  may  be 
purchased.  Insurance  is  placed  with 
individual  underwriters  or  groups 
of  underwriters  who  are  “members 
at  Lloyds.”  Each  underwriter  as- 
sumes unlimited  personal  liability 
for  the  amount  of  insurance  risk  he 
accepts.  The  American  Lloyd  group 
may  be  compared  to  a limited  part- 
nership. Each  partner  agrees  to  be 
personally  responsible  for  payment 
of  losses  on  an  individual  policy  but 
only  up  to  a specified  amount.  They 
insure  a variety  of  risks,  many  not 
assumed  by  other  companies. 

(5)  Self-insurance  is  the  assump- 
tion of  the  risk  by  the  owner  of  prop- 
erty who  periodically  lays  aside  sums 
adequate  to  provide  in  time  a fund 
sufficient  to  reimburse  him  for  any 
losses.  This  type  of  insurance  is  pos- 
sible where  plants  are  scattered  over 
the  country  and  the  class  of  business 
and  the  construction  of  the  property 
has  minimized  the  fire  hazard. 

REGULATION  OF 
INSURANCE  COMPANIES 

Because  insurance  affects  the  pub- 
lic interest  and  the  solvency  of  the 
companies  is  a matter  of  public  con- 
cern, the  various  states  have  set  up 
insurance  departments  under  a com- 
missioner of  insurance  to  administer 
state  laws  relating  to  insurance. 

STATE  SUPERVISION 

State  laws  vary,  but  typical  among 
them  are  laws  dealing  with  the  fol- 
lowing matters: 

1.  Regulating  policy  contracts. 

2.  Licensing  agents  and  companies 
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and  specifying  the  conditions  un- 
der which  they  may  operate. 

3.  Providing  for  the  maintenance  of 
legal  reserves  for  protection  of 
policyholders. 

4.  Levying  state  taxes  to  which  com- 
panies are  subject. 

5.  Defining  the  conditions  of  surety 
bonds  and  requirements  as  to 
what  state  or  town  officials  must 
furnish  surety  bonds. 

<6.  Establishing  the  limits  of  liability 
a company  may  assume  in  propor- 
tion to  its  capital  or  surplus  or 
both. 

State  supervision  dates  back  about 
a century  and  is  now  general  among 
all  states  in  varying  degrees. 

In  a test  case  over  seventy-five 
years  ago  the  Supreme  Court  of  the 
United  States  held  that  insurance 
was  not  commerce;  it  became  gen- 
erally agreed,  therefore,  that  insur- 
ance was  not  subject  to  federal 
regulation.  In  1944,  the  Supreme 
Court  in  effect  upset  this  previous 
doctrine  by  a decision  holding  that 
insurance  is  commerce.  This  deci- 
sion left  other  cases  in  which  state 
supervision  had  been  upheld  very 
much  in  doubt  and  raised  further 
doubts  as  to  the  validity  of  some  of 
the  state  patterns  of  regulation. 

Following  the  1944  decision,  the 
insurance  business  was  subject  to 
the  federal  anti-trust  laws  and  other 
federal  laws  regulating  commerce, 
as  well  as  to  the  regulatory  laws  of 
the  states;  hence  considerable  con- 
fusion extending  throughout  the  en- 
tire insurance  business  has  resulted. 

In  order  to  give  the  states  and  the 
business  an  opportunity  to  make 


changes  in  laws  and  practices,  and 
thus  eliminate  that  confusion,  a mor- 
atorium was  provided  by  the  Con- 
gress, extending  to  January  1,  1948. 
It  suspended  the  operation  of  the 
anti-trust  laws  until  that  date,  with 
the  exception  of  the  provisions  of  the 
Sherman  Act  relating  to  boycott,  co- 
ercion, and  intimidation. 

Companies  must  be  chartered  in 
the  state  of  their  domicile  and  secure 
a license  to  operate  in  other  states. 
Insurance  commissioners  administer 
the  laws,  examine  companies  peri- 
odically, and  examine  agents  in  or- 
der to  grant  them  licenses  to  sell 
insurance.  This  is  done  to  protect 
policyholders  and  is  a good  reason 
why  insurance  of  any  kind  should 
be  purchased  from  a company 
through  its  agent,  both  of  whom 
should  be  licensed  in  the  state  where 
the  purchase  is  being  made. 

In  property  insurance,  agents  have 
extensive  authority  to  bind  their 
companies  and  to  modify  contracts 
by  issuing  endorsements.  Life  insur- 
ance agents  must  submit  applica- 
tions and  any  changes  in  the  policy 
for  approval  of  the  company.  The 
agency  qualification  laws  affecting 
property  insurance  agents  and  life 
insurance  agents,  are,  therefore 
different. 
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HOW  INSURANCE 
COMPANIES  HANDLE 
POLICYHOLDERS’  FUNDS 

The  amount  of  money  insurance 
companies  must  charge  for  their 
policies  depends  upon  (1)  their  care 
in  the  selection  of  risks;  (2)  their 
economy  in  the  management  of  their 
business;  and  (3)  their  skill  in  in- 
vesting their  funds.  In  the  insurance 
business,  perhaps  more  than  in  any 
other,  high  quality  of  operation  goes 
hand  in  hand  with  low  net  cost  of 
doing  business. 

When  insurance  companies  fix 
their  rates,  they  must  charge  more 
than  the  amount  they  expect  to  pay 
out  in  benefits  in  order  that  a margin 
of  safety  may  be  maintained  for  the 
policyholders.  As  a matter  of  fact, 
the  rates  are  generally  figured  so  as 
to  enable  the  insurance  companies 
to  pay  the  benefits  even  if  they  are 
larger  than  anticipated.  If  fewer 
claims  arise  than  had  been  calcu- 
lated, the  resulting  savings  are  used 
to  increase  the  margin  of  safety  or  to 
pay  dividends  to  policyholders  and, 
in  the  case  of  stock  companies,  to 
stockholders. 

Part  of  the  premium  covers  an 
amount  for  operating  expenses.  If 
this  amount  is  more  than  is  necessary 
to  cover  the  cost  of  doing  business, 
there  is  a saving.  Finally,  insurance 
companies  usually  have  funds  for  in- 
vestment, on  which  they  hope  to  get 
a certain  minimum  return.  If  they 
make  more  than  this  minimum  re- 
turn there  are  increased  earnings. 
The  task  of  insurance  executives  in 
investing  money  is  to  make  sure  that 
the  principal  is  safe  and  the  interest 


return  certain.  They  are  not  and 
should  not  be  interested  in  specula- 
tive profits.  Furthermore,  the  classes 
of  securities  which  they  may  buy  are 
specified  by  the  states. 

To  summarize:  When  insurance 
companies  are  efficiently  managed, 
savings  arise  from  one  of,  or  a com- 
bination of,  three  sources:  (1)  A 
mortality  rate,  or  losses,  less  than  the 
expected.  Companies  accomplish 
this  by  using  judgment  in  the  selec- 
tion of  desirable  risks.  (2)  Expenses 
lower  than  those  figured  into  the 
rates.  This  is  accomplished  by  care- 
ful planning  and  economy  of  man- 
agement. (3)  Earnings  on  their  in- 
vestments covering  the  reserve  funds 
greater  than  calculated.  This  de- 
mands skill  in  investing  money. 

HOW  INSURANCE  COMPANIES 
INVEST  THEIR  MONEY 

When  the  average  policyholder 
pays  his  premium,  he  does  not  see 
that  it  is  set  immediately  to  work. 
It  is,  nevertheless.  The  huge  sum  of 
money  represented  by  the  premiums 
from  thousands  upon  thousands  of 
policyholders  is  loaned  to  munici- 
palities, to  counties,  to  states,  and  to 
the  federal  government.  Some  of  the 
money  is  loaned  to  railroads.  Part 
of  the  accumulated  premiums  goes 
to  electric  light,  gas,  and  telephone 
companies.  Loans  are  made  to 
farmers  to  buy  farms,  to  city  folks 
to  buy  homes,  apartment  houses,  and 
office  buildings;  and  to  communities 
to  finance  the  building  of  dams, 
schools,  hospitals,  court  houses,  and 
the  installation  of  sewers  and  water 
systems.  In  other  words,  the  premi- 
ums are  not  idle — they  are  working 
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and  collectively  playing  a vital  part 
in  the  development  of  our  nation. 

Since  it  is  absolutely  essential  that 
a company  preserve  and  build  up  its 
funds  to  be  able  to  meet  all  claims, 
the  investments  of  any  insurance 
company,  and  especially  of  life  in- 
surance companies,  are  made  only 
after  the  most  careful  sifting  proc- 
esses. The  investments  are  generally 
very  conservative  in  character.  The 
success  of  this  careful  investment 
policy  is  evidenced  by  the  very  high 
proportion  of  insurance  companies 
which  have  weathered  the  worst  de- 
pressions and  panics. 

* * * 

1.  Why  did  so  few  insurance  com- 
panies fail  during  the  recent  depres- 
sion? Why  did  any  fail?  Compare  the 
proportion  of  insurance  companies 
with  the  proportion  of  banks  which 
failed  during  the  years  1929-1933.  Did 
mostly  large  or  small  insurance  com- 
panies fail? 

2.  You  have  seen  that  the  net  profits 
on  railroads  declined  during  years  be- 
fore World  War  II.  How  did  this  affect 
the  investment  of  insurance  com- 
panies? 

3.  Consider  the  economic  problems 


of  the  farmers.  How  has  the  farm  mort- 
gage situation  affected  great  insurance 
companies? 

* * * 

THE  CONTINUOUS 
EDUCATION  OF  THE 

PUBLIC  BY  INSURANCE 
COMPANIES 

The  basic  function  of  insurance 
companies  is  to  meet  their  obli- 
gations fully,  fairly,  and  promptly. 
However,  insurance  companies  have 
gone  beyond  this  obligation  and 
have  performed  educational  serv- 
ices. Life  insurance  companies 
broadcast  health  exercises  and  health 
talks  over  the  radio;  they  make 
studies  and  distribute  leaflets  and 
booklets  on  the  causes  of  and  means 
of  preventing  disease.  These  book- 
lets are  generally  edited  or  reviewed 
by  scientific  authorities  before  dis- 
tribution to  the  public.  Through  ad- 
vertisements, life  insurance  compa- 
nies stimulate  the  desire  on  the  part 
of  the  public  to  seek  medical  advice 
as  a means  of  preventing  illnesses.' 
They  distribute  to  schools,  clubs, 
and  theaters  films  dedicated  to  the 
furtherance  of  health  and  safety.  To 
their  policyholders  they  often  allow 
free  medical  examinations  at  defi- 
nite intervals,  thus  helping  to  im- 
prove their  health.  They  co-operate 
with  health  departments  in  cam- 
paigns to  show  how  some  diseases 
can  be  controlled  by  immunization. 

Fire  insurance  companies  carry 
on  extensive  campaigns  to  educate 
people  as  to  the  causes  of  fires  and 
the  dire  distress  resulting  from  them. 
Through  periodic  local  surveys  by 
expert  fire  protection  engineers,  they 
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stimulate  communities  to  establish 
more  efficient  means  of  preventing 
fires  and  of  conquering  them  once 
they  have  broken  out.  Fire  Preven- 
tion Week,  sponsored  by  the  Na- 
tional Board  of  Fire  Underwriters, 
has  been  proclaimed  officially  by 
every  president  since  1922.  Another 
of  their  projects,  closely  allied  to 
fire  prevention,  is  the  Spring  Clean 
Up  Week  which  is  widely  observed. 
The  Underwriters’  Laboratories  with 
headquarters  in  Chicago,  maintain 
testing  stations  in  New  York  and 
San  Francisco  (plus  around  200  in- 
spection centers)  to  test  articles  that 


might  cause  fires  or  fail  to  retard 
them.  This  organization  has  tested 
products  of  approximately  forty-five 
hundred  manufacturers. 

Casualty  insurance  companies 
have  done  much  to  call  the  attention 
of  the  public  to  the  seriousness  of 
the  ever-increasing  automobile  casu- 
alty list.  They  have  done  much  in 
lobbying  for  stricter  traffic  rules  and 
more  rigid  enforcement  of  these 
laws.  They  have  posted  warning 
signs  in  dangerous  spots  on  the  roads. 

Health  and  accident  companies 
have  also  helped  in  campaigns  for 
safer  living.  They  have  carried  on 
safety  first  campaigns  for  the  pre- 
vention of  accidents  in  the  home  and 
in  industry.  These  are  a mere  sam- 
ple of  many  ways  in  which  insurance 
companies  are  continuously  helping 
to  educate  the  public. 

Recently  life  insurance  companies 
have  formed  a Medical  Research 
Fund  to  finance  research  in  the  field 
of  preventive  medicine.  During  six 
years  it  will  devote  $3,500,000  to  re- 
search on  heart  and  arterial  diseases, 
which  are  together  “the  number  one 
killer”  in  America. 


1.  Why  do  private  insurance  companies  promote  research  in  public 
health  and  in  fire  and  accident  prevention  ? 

2.  See  if  you  can  find  a few  samples  of  the  health  work  carried  on  by 
insurance  companies.  Should  life  insurance  companies  spend  their  pol- 
icyholders’ money  for  such  purposes? 

3.  What  improvements  in  the  fire  defenses  of  your  community  should 
you  think  most  likely  to  be  recommended  to  the  fire  chief  and  civic 
officials  as  a result  of  the  last  underwriters’  inspection? 
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Note:  The  two  case  studies  which 
follow  are  not  intended  to  be  models. 
Everyone  must  shape  his  own  pro- 
gram to  fit  his  own  purse  and  needs. 
But  they  will  show  you  how  one 
must  look  at  his  total  program,  with 
all  the  parts  in  relation  to  each  other. 
And  because  they  are  somewhat 
idealized  programs,  they  will  call  to 
your  attention  the  kinds  of  pro- 
tection most  likely  to  need  your 
attention. 

CASE  I.  FAMILY  PROBLEMS 

It  is  the  year  2000.  Widow  Jonas 
lives  at  the  end  of  X Street.  Her 
husband  died  only  a few  years  ago. 
We  don’t  know  how  old  she  is,  but 
she  looks  perhaps  75.  She  appears 
to  be  happy  and  contented;  she  isn’t 
rich  but  she  seems  to  have  all  the 
money  she  needs  for  comfortable 
living.  If  you  should  ask  her  about 
the  source  of  her  income,  she  would 
tell  you  that  she  has  a few  invest- 
ments that  bring  in  some  income  and 
that  she  receives  a monthly  social 
security  check  from  the  government 
and  a monthly  check  from  a regular 
insurance  company.  She  might  add 
that  she  receives  these  because  “her 
Sam”  was  a thoughtful  husband  and 
was  pretty  lucky  as  he  went  through 
life. 

Should  you  like  to  know  about 
Sam  Jonas’  insurance  program?  (His 
other  investments  are  outside  our 
concern.)  Sam  was  graduated  from 
high  school  when  he  was  18  years 
old.  He  was  one  member  of  a typical 
American  family  trying  to  make  ends 


meet  while  having  a good  time  and 
still  setting  aside  a little  for  old  age. 
At  the  time  of  his  graduation: 

Sam’s  father  was  38  years  old: 
a foreman  in  an  automobile 
factory. 

Sam’s  mother  was  37  years  old: 
a housewife , not  employed  outside 
her  home. 

Sam  was  18  years  old: 

graduating  from  high  school  in 
June. 

Sam’s  brother  was  16  years  old: 
finishing  the  sophomore  year  of 
high  school. 

Sam’s  sister  was  10  years  old: 
finishing  the  5th  grade  of  elemen- 
tary school. 

During  the  summer  after  his  grad- 
uation, Sam  went  to  work  in  the 
same  automobile  factory  where  his 
father  was  employed.  He  had  wanted 
to  go  on  to  college  immediately  but 
lacked  the  necessary  funds.  So  he 
decided  to  work  in  the  factory  until 
the  following  fall,  when  he  would 
be  19.  He  had  no  life  insurance,  but 
realizing  that  the  financial  cost  of 
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his  death,  should  it  occur,  would  be 
a real  burden  to  his  parents,  he  de- 
cided to  take  out  a $1,000  policy.  He 
selected  an  ordinary  whole  life 
policy. 

When  he  was  19  he  entered  col- 
lege and  everything  went  well  for 
two  years;  then  his  father  fell  ill  and 
died.  Sam  was  21,  his  brother  19, 
and  his  sister  13.  His  father  was 
covered  by  social  security,  so  his 
mother  and  sister  had  a small  in- 
come until  Alice  was  18  and  gradu- 
ated from  high  school.  His  mother 
did  not  receive  an  income  for  Sam 
and  his  brother  because  both  were 
over  the  age  limit  set  for  social  secu- 
rity protection  at  that  time.  Sam  was 
a thoughtful  lad,  so  he  decided  that 
he  would  like  to  protect  his  mother 
financially  in  case  of  his  death.  He 
also  wanted  to  be  sure  of  getting  in- 
surance while  he  was  still  young  and 
healthy.  You  see,  after  Alice  was  18, 
his  mother  would  have  no  income 
from  her  husband’s  social  security 
account  until  she  was  65.  If  his 
mother,  at  age  40,  was  to  have  ap- 
proximately $30  a month  income  for 
life  in  case  of  his  death,  he  would 


have  to  carry  around  $10,000  life 
insurance.  He  knew  he  couldn’t  af- 
ford to  continue  to  invest  in  himself 
(get  an  education)  and  carry  that 
amount  of  ordinary  life  insurance. 
He  investigated  and  found  that  at 
21  he  could  get  a $10,000 — 10  year 
term  policy  for  about  $100  a year. 
He  decided  to  take  it  and  to  divide 
that  amount  into  four  $2,500  poli- 
cies. He  could  then  pay  each  once  a 
year,  thus  saving  the  amount  he 
would  have  to  spend  if  he  paid  his 
insurance  quarterly.  His  insurance 
required  a saving  of  less  than  $2  per 
week  averaged  throughout  the  year. 
Even  that  amount  was  difficult  to 
save  while  working  his  way  through 
college.  He  decided  to  use  the  divi- 
dends on  his  ordinary  life  policy  to 
reduce  his  premiums,  and  planned 
to  do  the  same  for  the  term  policies 
when  they  had  earned  dividends. 

When  Sam  graduated  from  college 
he  decided  to  go  back  for  a post- 
graduate course  in  engineering. 
Then  he  went  to  work  for  a large 
industrial  concern  at  $150  a month. 
They  provided  him  with  $2,000  of 
group  insurance  to  start  with,  at  a 
cost  to  him  of  $1.20  per  month.  He 
was  now  24  years  old.  During  the  first 
few  years  he  received  minor  raises 
until  at  age  27  he  was  receiving  $200 
a month.  At  this  point  his  mother 
became  ill  and  died.  He  needed 
ready  cash  to  help  pay  for  her  last 
illness.  His  brother  had  run  into 
financial  difficulties  and  could  not 
help.  Sam  had  to  borrow  the  cash 
(approximately  $60)  available  on  the 
ordinary  life  policy  which  he  had 
taken  out  at  age  18.  That  helped, 
but  he  needed  more.  He  found  a 
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person  who  was  willing  to  lend  him 
money,  if  the  loan  could  be  pro- 
tected by  insurance.  The  friend 
knew  Sam  would  pay  back  the  loan 
if  he  lived,  but  he  wanted  to  be 
protected  should  Sam  die.  Sam  as- 
signed his  term  policies  to  him  to 
the  amount  of  the  loan  and  then 
began  to  save  every  penny  he  could. 
By  the  time  he  was  28  he  was  again 
out  of  debt  and  his  insurance  policies 
were  his  own,  no  longer  assigned 
to  anyone. 

At  28  he  had  to  make  a decision  as 
to  what  he  was  going  to  do  with  his 
four  term  policies.  He  had  either  to 
carry  them  on  to  completion  and 
risk  having  no  insurance  protection 
after  31,  or  he  had  to  convert  them 
to  higher  priced  policies.  He  hadn’t 
anyone  he  needed  to  protect  then  as 
his  mother  was  gone  and  Alice  was 
married.  Sam  decided: 

1.  To  buy  a car  and  buy  automobile 
insurance. 

2.  To  convert  one  $2,500  policy  into 
an  endowment  at  age  65.  (He 
realized  he  was  getting  old  enough 
to  be  thinking  of  old  age.) 

3.  To  convert  $7,500  into  ordinary 
whole  life.  He  had  met  Susan,  a 
very  attractive  girl,  at  the  office 
and  he  was  planning  to  get  mar- 
ried. 

He  knew  he  would  need  insurance 
then.  He  did  get  married.  He  was 
making  $225  a month.  His  life  in- 
surance was  costing  him: 

$1,000 — Ordinary  Life  taken  at 
age  18 — $18.44  a year 

$3,000 — Group  Life  through  his 
firm — $21.60  a year 
$2,500 — Endowment  at  65  taken 
at  age  28 — $73.50  a year 


$7,500 — Ordinary  Whole  Life  tak- 
en at  age  28 — $173.55  a year 

Total  cost — $287.09  (less  $48  in 
dividends  after  they  became  due). 

He  decided  to  leave  the  $1,000 
ordinary  life  policy  in  a lump  sum 
to  his  wife  to  pay  funeral  costs.  He 
arranged  to  have  the  $3,000  group 
life  certificate  proceeds  remain  at 
interest  (approximately  $7.50  per 
month)  with  the  insurance  company 
to  serve  as  an  emergency  reserve  fund 
against  which  his  wife  might  draw  at 
any  time.  The  $7,500  he  arranged 
to  have  paid  to  her  over  a period  of 
20  years  at  the  rate  of  about  $38  a 
month  to  augment  earnings  she 
might  realize  from  whatever  job  she 
might  secure  in  case  of  his  death. 
The  $2,500  endowment  at  age  65  he 
left  in  trust  to  guarantee  her  a 
monthly  life  income  to  begin  at  age 
50.  In  the  meantime  it  would  pay  her 
$6.25  per  month  interest.  Since  he 
was  also  covered  by  social  security, 
Susan  would  receive  a small  lump 
payment  from  the  government  if  he 
died,  but  as  they  did  not  have  chil- 
dren her  regular  social  security  in- 
come would  not  start  until  she  was 
65.  She  might  have  some  lean  years 
in  between  if  she  had  no  income 
from  Sam’s  life  insurance. 

Sam  made  business  progress  and 
his  salary  increased  to  $300  a month. 
Just  before  his  first  child,  a little 
girl,  was  born  (he  was  now  30)  he 
decided  he  could  give  his  family 
further  protection  by  buying  a 
$3,000 — 20-year  family  income  poli- 
cy. He  had  to  save  approximately  an- 
other $92  a year.  For  that  amount 
his  family  would  have,  in  case  of  his 
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death,  protection  of  $30  each  month 
for  a period  of  20  years  from  the 
time  he  took  the  policy  out.  At  the 
end  of  the  20-year  period,  they  would 
be  paid  $3,000  in  cash  or  its  equiva- 
lent in  the  form  of  monthly  income. 
Susan  could  use  the  $3,000  to  supple- 
ment her  old-age  income  or,  if  neces- 
sary, use  it  to  give  her  more  ready 
cash  for  the  children’s  education. 

When  Sam  was  32  years  of  age,  his 
second  child  was  born.  Although 
his  expenses  had  increased,  so  had 
his  income,  so  he  figured  he  could 
save  another  $101  a year  to  buy  an- 
other $3,000 — 20-year  family  income 
policy.  He  chose  this  because  it 
would  give  his  family  the  additional 
monthly  income  they  would  need 
while  the  children  were  growing  up, 
and  it  would  also  provide  a source 
of  funds,  if  necessary,  when  his 
young  son  was  ready  for  college.  He 
believed  the  policy  combined  maxi- 
mum protection  and  savings  to  fit 
his  family’s  possible  needs. 

Sam’s  insurance  now  consisted  of : 


Also,  Sam’s  wife  was  now  eligible 
for  Social  Security  benefits  in  the 
event  of  his  death.  These  would 
amount  to  about  $70  a month  until 
their  daughter  was  18,  then  about 
$50  a month  until  their  son  reached 
18.  Thereafter  she  would  receive  no 
further  benefits  until  she  reached 
age  65,  when  she  would  again  receive 
about  $30  a month. 

As  time  rolled  on  and  he  reached 
age  35,  Sam’s  salary  had  increased  to 
$4,500  a year.  He  and  his  wife  decid- 
ed to  buy  a home.  After  he’d  made 
the  down  payment  from  his  savings 
bank  account,  there  was  still  a $6,000 
mortgage.  He  realized  he  should 
carry  insurance  coverage  on  the 
mortgage.  He  knew  his  house  rent 
had  been  $60  a month  and  if  his 
wife  could  live  in  a debt-free  home 
it  would  mean  a great  saving  to  her 
and  the  children.  So  he  arranged 
with  the  life  insurance  company 
which  granted  his  mortgage  to  in- 
sure it  with  a yearly  decreasing  term 
policy.  The  amount  of  this  policy 


a.  Fire  insurance  on  his  household  goods.  He  was  still  renting  a house,  so  he  did 
not  have  insurance  on  a house. 

b.  A public  liability  policy  covering  any  possible  accidents  to  others  around  his 
home. 


c. 

A health  and  accident  policy  taken  at  the  office. 

Monthly 

d. 

Automobile  insurance  on  his  car. 

Premium 

Income 

e. 

$1,000  ordinary  life  policy  taken  age  18  . 

. $ 18.44  a year 

Cash 

f. 

$4,500  group  life  through  his  firm 

32.40”  ” 

$ 11.25 

g- 

$2,500  endowment — age  65  taken  age  28 

73.50  ” ” 

6.25 

h. 

$7,500  ordinary  life  taken  age  28 

. 173.55  ” ” 

38.00 

i. 

$3,000  family  income  taken  age  30  . 

95.55  ” ” 

30.00 

j- 

$3,000  family  income  taken  age  32  . 

. 101.16”  ” 

30.00 

$494.60 

$115.50 

Less  Dividends  

88.00 

Total  Net  Cost 

. $406.60 
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would  always  approximate  the  un- 
paid balance  on  the  mortgage  so 
that,  in  the  event  of  his  death,  the 
mortgage  would  be  canceled.  The 
premium  was  paid  monthly  as  a part 
of  the  regular  mortgage  payments, 
and  decreased  as  the  amounts  of  in- 
surance decreased. 

All  went  well  for  several  years, 
until  a depression  threw  Sam  out  of 
work.  He  registered  with  the  United 
States  Employment  Service  and  in 
due  time  he  drew  unemployment 
compensation.  A little  later  the  Serv- 
ice was  able  to  bring  Sam  and  a new 
position  together.  But  while  he  was 
out  of  work,  he  had  to  borrow  on 
some  of  his  policies  to  keep  them  in 
force.  He  also  had  to  use  a small 
emergency  savings  fund  he  had  ac- 
cumulated and  deposited  in  his  local 
bank.  It  went  to  help  pay  for  some 
of  the  premiums  and  to  supplement 
his  unemployment  compensation. 

Again  all  went  well  until  Sam’s 
automobile  accident.  It  would  have 
caused  him  and  his  family  to  go 
heavily  in  debt  if  the  driver  of  the 
car  which  hit  Sam  had  not  carried 
ample  insurance.  Sam  was  also  pro- 
tected by  his  group  health  and  acci- 
dent policy  which  he  had  taken  out 
at  the  factory.  (If  Sam  had  been  hurt 
at  work  he  would  have  received 
workmen’s  compensation.)  After  sev- 
eral months  Sam  recuperated  and 
returned  to  work.  When  Sam  was  in 
his  fifties  an  uncle  of  his  died  and 
left  him  a city  property  worth  a few 
thousand  dollars. 

A few  years  after  Sam’s  children 
were  through  school  and  married, 
he  decided  to  retire  from  work.  He 
was  then  65  and  was  eligible  for  a 


Social  Security  retirement  income  of 
about  $55  a month.  Susan  was  only 
60,  so  she  could  not  yet  get  her  share 
of  the  social  insurance  income. 
Nevertheless,  Sam  could  afford  to 
stop  work  because  he  was  able  to  use 
his  regular  insurance  and  returns 
from  investments  to  supplement  his 
social  insurance.  He  examined  his 
policies.  He  decided  to  leave  his  orig- 
inal $1,000  policy  as  a clean-up 
policy.  He  took  the  cash  value  of  all 
the  other  policies  and  under  option 
#7  bought  a joint  and  survivorship 
annuity  for  himself  and  Susan.  His 
home  had  been  paid  for  many  years 
before.  He  could  leave  the  home,  as 
well  as  a few  stocks  and  bonds  to  the 
children.  Sam  knew  that  if  he  died 
before  his  wife,  she  would  still  have 
a monthly  check  from  their  joint 
and  survivorship  annuity.  She  would 
also  have  a Social  Security  income  of 
approximately  $30  a month  when 
she  was  over  65. 

So  that  is  why  Widow  Jonas  can 
live  at  the  end  of  the  street,  having 
a life  of  relative  ease  in  her  sunset 
years. 

CASE  II.  BUSINESS  PROBLEMS 

The  Widow  Jonas  buys  her  gro- 
ceries and  meat  from  the  Blue 
Ribbon  Super  Market.  She  can  re- 
member when  John  Simpson,  Jr., 
was  assistant  clerk  and  delivery  boy. 
But  John  Simpson,  Jr.,  is  now  the 
middle-aged  owner  of  the  Super 
Market. 

Often  on  market  day  Widow  Jonas 
marvels  at  the  way  the  Blue  Ribbon 
has  progressed  through  the  years.  She 
does  not  suspect  that  the  long  life 
and  steady  growth  of  the  Blue  Rib- 
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bon  Super  Market  was  protected  in 
the  same  way  that  her  own  comfort- 
able living  in  her  declining  years  was 
provided  for — by  insurance. 

John  Simpson  Jr.  recalls  with  satis- 
faction that  his  father  was  protection 
minded.  As  he  often  expresses  it: 
“We  never  collected  much  but  there 
was  an  awful  lot  of  worrying  we 
never  had  to  do!”  He  recalls  a num- 
ber of  incidents  in  the  insurance  his- 
tory of  the  Blue  Ribbon,  some  triv- 
ial, some  that  were  fairly  serious. 

There  was  the  tragic  day  when 
a fire  of  serious  proportions  gutted 
one  entire  side  of  the  market.  Op- 
erations were  suspended  for  three 
months.  But  thanks  to  the  owner’s 
foresight  not  one  of  the  employees 
of  the  Blue  Ribbon  missed  a day’s 
pay,  nor  did  the  business  itself  sus- 
tain financial  loss.  Fire  insurance 
paid  for  the  physical  damage  and 
business  interruption  insurance  took 
care  of  the  owner’s  profits,  the  con- 
tinuing expenses  of  the  business,  and 
the  payroll. 

There  was  the  time  a customer 
was  struck  by  a number  of  falling 
cans  and  seriously  injured.  The 
damage  suit  brought  against  the 


owners  was  won  by  the  injured  cus- 
tomer. But  liability  insurance  took 
care  of  the  payment.  The  same  was 
true  on  a couple  of  occasions  when 
customers  found  foreign  bodies  in 
foodstuffs  and  brought  legal  action. 

Whenever  one  of  the  butchers 
sliced  a finger  and  was  unable  to 
work,  workmen’s  compensation  pro- 
vided funds  for  the  period  of  in- 
activity. 

Twice  the  plate  glass  window  of 
the  Blue  Ribbon  was  shattered.  In 
both  cases  plate  glass  insurance  pro- 
vided protection. 

John  Simpson  Jr.  today  is  secure 
in  the  knowledge  that  his  business 
is  protected  from  almost  every  con- 
ceivable prank  of  fortune  even 
though  it  be  a freak  tornado,  a crash- 
ing airplane,  or  something  else 
equally  unpredictable.  In  addition 
to  the  type  of  claims  the  Blue  Rib- 
bon collected  from  their  insurance 
companies,  there  are  many  other 
contingencies  that  might  arise.  The 
Blue  Ribbon’s  insurance  program 
could  meet  them  all  without  failing. 

If  any  of  the  trucks  delivering 
their  merchandise  becomes  involved 
in  an  accident,  there  is  full  protec- 
tion against  bodily  injury  to  others 
as  well  as  against  property  damage. 
If  a hired  car  is  being  used  and  meets 
with  disaster  the  same  coverage  ap- 
plies ; likewise  if  an  employee  is  using 
his  car  in  the  service  of  the  Blue 
Ribbon,  there  is  the  same  complete 
protection.  Comprehensive  automo- 
bile liability  is  the  type  of  insurance 
which  was  chosen  to  take  care  of 
all  those  contingencies. 

Comprehensive  fire  and  theft  and 
collision  insurance  round  out  the 
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automobile  protection  both  for  the 
trucks  and  for  such  private  cars  as 
are  regularly  used  in  the  business. 

John  Simpson  also  has  the  com- 
fortable knowledge  that  his  employ- 
ees are  bonded  and  that  he  is  pro- 
tected in  the  event  of  embezzlement. 

This  bulwark  of  unfailing  pro- 
tection has  cost  the  Blue  Ribbon 
Super  Market  each  year  less  than  1 
per  cent  of  its  operating  costs — a 
modest  price  for  peace  of  mind  even 
if  there  had  never  been  a claim 
against  them. 

These  two  cases  of  Sam  Jonas  and 
his  classmate,  John  Simpson,  are  a 
sort  of  travelog  of  two  men’s  jour- 
neys in  terms  of  their  insurance. 
We’ve  printed  them  here,  not  as  mod- 
els, for  your  needs,  your  income,  and 
your  ideas  may  all  be  different  from 
either  John’s  or  Sam’s.  But  we’ve 
wanted  to  emphasize  one  thing:  an 
intelligent  use  of  insurance  involves 
more  than  just  picking  up  a policy 


here,  a policy  there — even  if  the  poli- 
cies are  in  themselves  good.  The 
necessary  thing  is  to  study  one’s 
needs  and  one’s  program  as  a whole. 
And  a second  necessary  thing  is  to 
review  the  program  from  time  to 
time,  adding  new  policies  or  adapt- 
ing old  ones  to  meet  changed  condi- 
tions. 


QUESTIONS  AND  PROBLEMS 

1.  Have  you  any  criticisms  of  the  insurance  programs  in  the  case 
studies  above?  What  are  their  strengths?  their  weaknesses?  If  you 
would  have  changed  them,  what  changes  should  you  have  made? 

2.  Can  you  look  ahead  in  your  own  life  and  anticipate  what  sort  of 
program  you  will  want  as  the  years  pass? 

3.  You  will  one  day  marry  Mary,  Bab,  or  Alice.  Your  “Mary”  may 
have  been  a stenographer,  a school  teacher,  or  just  a girl  who  stayed 
home.  You  may  want  to  go  on  to  school  and  get  your  Ph.D.  degree  or 
perhaps  an  advanced  medical  degree.  Or  you  may  decide  to  quit  school 
after  high  school  and  work  in  a grocery  store.  Whatever  your  case  may 
be  you  will  want  a home  and  a family  before  you  are  too  old  to  enjoy 
them.  Set  up  your  own  case  and  circumstances.  Outline  a complete  in- 
surance program  for  you  from  now  until  you  are  age  40.  You  might 
do  this  by  setting  up  a table.  Compare  your  program  with  others  in  the 
class.  What  conclusions  can  you  draw? 


GLOSSARY 

1.  actuary  is  a mathematician  who  calculates  insurance  risks  and  premiums. 

2.  adjuster  is  usually  the  company’s  representative  who  deals  with  the  property 
owner  in  the  settlement  of  a loss.  An  adjuster  may  represent  the  company  or 
the  insured. 

3.  age:  Life  insurance  companies,  for  life  policies,  figure  insurance  age  from  the 
nearest  birthday.  Change  of  age,  accompanied  by  increase  in  rate  for  new 
insurance,  occurs  six  months  prior  to  next  birthday.  Annuitants  are  given  the 
advantage  of  every  three  months  of  attained  age. 

4.  agency:  An  individual,  partnership,  or  company  locally  representing  one  or 
more  insurance  companies.  It  may  be  a branch  office  of  an  insurance  company. 

5.  agent  is  the  sales  and  service  representative  of  the  company.  He  is  licensed 
by  the  state  in  which  he  operates. 

6.  American  experience  table  of  mortality  is  one  of  the  standard  mortality 
tables  showing  the  rate  of  deaths  at  various  ages.  It  is  one  of  the  tables  pre- 
scribed by  the  insurance  laws  of  the  various  states,  for  use  by  insurance  com- 
panies, as  a basis  for  computing  life  insurance  policy  reserves.  There  are  also 
the  American  Men’s  Table  and  the  Commissioners  Standard  Ordinary  (CSO) 
Mortality  Table,  the  latter  gradually  coming  into  use  as  the  states  make  its 
use  legal. 

7.  amortization:  The  process  of  adjusting  bond  values  so  as  to  bring  the  book 
value  up,  or  down,  from  the  purchase  price  to  the  maturity  value.  State  laws 
permit  insurance  companies  to  report  their  bond  holdings  on  the  amortized 
basis;  that  is,  if  purchased  above  or  below  par,  the  value  reported  may  be  the 
purchase  price,  “adjusted  so  as  to  bring  the  value  to  par  at  maturity  and  so 
as  to  yield  meantime  the  effective  rate  of  interest  at  which  the  purchase  was 
made.” 

8.  annuities:  A straight  life  annuity  is  one  in  which  the  buyer  (the  annuitant) 
pays  a lump  sum  and  receives  in  return  an  annual,  semi-annual,  quarterly, 
or  monthly  income  as  long  as  he  lives.  In  case  of  death  there  is  no  refund, 
even  if  death  occurs  the  day  after  the  annuity  is  purchased.  There  are  other 
types  of  annuities  that  a person  may  buy.  If  a man  buys  an  instalment  rejund 
annuity  and  dies  before  he  receives  back  what  he  paid  in,  his  beneficiary  will 
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continue  to  collect  income  from  the  contract  until  payments  made  to  both 
annuitant  and  survivor  equal  the  original  price  of  the  annuity.  In  a cash 
refund  annuity,  the  beneficiary  gets  any  balance  remaining  in  cash  instead  of 
income. 

9.  application:  The  applicant’s  signed  request  to  the  insurance  company  for 
life  insurance  protection.  In  the  case  of  insurance  requiring  a medical  examina- 
tion, the  application  is  made  up  of  two  parts;  the  second  consisting  of  the 
physician’s  report.  The  application  is  the  “offer”  which  together  with  the 
“acceptance”  forms  the  basis  of  the  policy  as  a legal  contract. 

10.  appraisal  is  an  estimate  of  the  value  of  property,  made  by  impartial  experts. 
Appraisals  are  frequently  used  in  determining  the  insurable  value  of  property 
or  the  amount  of  loss  sustained  by  the  insured. 

11.  assignments:  A life  insurance  policy,  like  any  personal  property,  is  generally 
assignable  to  others.  If  the  company  is  given  due  notice  of  the  assignment, 
the  policy  benefits  will  accrue  to  the  person  named  as  assignee.  The  company 
does  not  guarantee  the  validity  of  an  assignment.  In  property  insurance  an 
assignment  is  the  transfer  of  the  legal  right  or  interest  to  another  party,  gen- 
erally in  connection  with  the  sale  of  the  property. 

12.  assessment  life  insurance  premiums,  unlike  the  premiums  in  legal  reserve 
life  insurance,  are  payable  in  the  amount  and  at  the  time  fixed  by  the  assess- 
ment association. 

13.  assurance — insurance:  These  terms  are  synonymous.  The  term  “assurance” 
is  used  more  commonly  in  England  and  Canada  than  in  the  United  States. 

14.  beneficiary  is  the  person  to  whom  the  proceeds  of  a policy  are  paid.  This 
may  be  the  insured  himself,  his  estate,  or  specially  named  individuals. 

15.  beneficiary,  contingent  is  the  second  choice  named  to  receive  the  proceeds 
of  the  policy,  if  the  first  beneficiary  should  die  before  the  insured. 

16.  binder  is  a temporary  agreement  given  to  a property  owner  who  desires  insur- 
ance, “binding”  the  company  to  pay  the  loss  of  damage  from  the  peril  insured 
against,  should  it  occur  before  the  policy  is  written. 

17.  blanket  policy  is  a broad  type  of  property  insurance  coverage.  A “blanket” 
policy  covers  different  types  of  property,  such  as  buildings,  machinery,  and 
stocks  of  merchandise  at  one  or  more  locations,  but  instead  of  specifying  in- 
dividual amounts  of  coverage  for  each  such  property,  only  one  aggregate 
amount  of  coverage  is  specified. 

18.  broker  is  an  individual  who  places  orders  for  coverage  with  insurance  com- 
panies that  he  or  the  one  to  be  insured  selects. 

19.  cash  value  is  the  amount  that  the  insurance  company  will  pay  to  the  insured 
upon  surrender  of  the  contract. 

20.  child’s  endowment:  A special  form  of  endowment  policy  drawn  to  mature 
at  the  end  of  a given  number  of  years  or  when  the  child  reaches  a certain  age. 
Generally  used  for  educational  purposes,  etc. 

21.  co-insurance:  A policy  provision  or  endorsement  specifying  that  the  prop- 
erty owner  will  carry  insurance  amounting  to  at  least  a stated  percentage  of 
the  value  of  the  property  in  consideration  of  a reduced  rate. 

22.  commission  is  the  percentage  of  the  premium  paid  to  the  agent  or  broker 
for  his  services  in  selling,  writing  policies,  and  serving  the  policyholder  in 
behalf  of  his  company  or  companies. 
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23.  commissioners  are  state  officials  charged  with  the  enforcement  of  statutes  per- 
taining to  the  insurance  business. 

24.  company,  mixed:  Stock  companies  which  combine  features  of  both  stock  and 
mutual  companies. 

25.  company,  mutual,  general  insurance,  is  a corporation  with  no  stockholders, 
but  owned  by  policyholders  who  elect  the  directors.  The  policyholders  share 
in  profits,  or  in  losses  in  case  of  insolvency.  Profits  are  distributed  in  the  form 
of  dividends  to  policyholders,  and  losses  are  usually  assessed  against  policy- 
holders in  proportion  to  the  size  of  their  policies  or  premium  payments. 

26.  company,  mutual,  life  insurance,  has  no  stockholders.  It  is  owned  and  man- 
aged by  the  policyholders.  Any  earnings  in  addition  to  those  necessary  for 
the  operation  of  the  company  are  returned  to  the  policyholders  in  the  form  of 
policy  dividends. 

27.  company,  stock:  Capital  stock  companies  are  corporations  having  in  addi- 
tion to  surplus  and  reserve  funds,  a capital  fund  paid  in  by  stockholders.  Any 
profits  from  the  conduct  of  business  may  be  paid  as  cash  dividends,  and 
losses,  in  case  of  insolvency,  are  shared  by  stockholders  pro  rata  as  to  the 
number  of  shares  owned.  There  is  no  assessment  of  policyholders  in  a stock 
company,  nor  do  policyholders  share  in  dividends,  unless  the  company  issues 
participating  policies. 

28.  contract  of  insurance  is  the  policy.  It  is  an  agreement  by  which  one  party 
for  a consideration,  which  is  usually  paid  in  money  and  called  the  premium, 
promises  to  make  certain  payments  of  money  upon  the  occurrence  of  a speci- 
fied event  such  as  the  death  of  the  insured,  in  the  case  of  life  insurance,  or 
upon  the  destruction  or  injury  of  something  in  which  the  other  party  has  an 
interest,  in  the  case  of  property  insurance. 

29.  convertible  term:  Some  term  policies  provide  that  they  may  be  converted 
to  more  permanent  forms  of  insurance  without  medical  examination  if  the 
conversions  are  made  within  a limited  period  as  specified  in  the  contract.  The 
conversion  may  be  made  as  of  the  original  date  of  issue,  provided  the  insured 
pays  the  difference  in  back  premiums  with  interest  thereon  or  the  difference 
in  reserves,  depending  upon  the  requirements  of  the  policy,  or  it  may  be  made 
as  of  the  attained  age  of  the  insured  at  the  time  of  conversion. 

30.  depreciation  is  commonly  used  as  a term  to  describe  the  decrease  in  value  of 
property  caused  by  wear  and  tear,  obsolescence,  or  reduced  marketability. 

31.  disability  means  that  the  insured  is  unable  to  work  because  of  either  sickness 
or  accident. 

32.  dividends  in  stock  companies  are  the  return  paid  to  stockholders  for  the  use 
of  their  money  in  the  business.  In  mutual  companies  dividends  are  the  portion 
of  premiums  returned  to  the  policyholders.  Stock  companies  sometimes  issue 
participating  policies  on  which  they  pay  dividends  to  policyholders. 

33.  double  indemnity  for  accidental  death  means  that  in  case  of  accidental  death 
double  the  face  amount  of  the  policy  will  be  paid  to  the  beneficiary. 

34.  endowment  policy  provides  for  the  accumulation  of  a sum  of  money  during 
a specified  period.  At  the  end  of  the  period  the  face  of  the  policy  is  paid  to 
the  insured  if  he  is  still  alive.  Should  he  die  before  the  end  of  the  period,  the 
face  of  the  policy  is  paid  to  his  beneficiary.  Premiums  are  ordinarily  paid  until 
the  endowment  matures. 
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35.  extended  coverage  endorsement  is  an  endorsement  extending  the  fire  policy, 
usually  to  cover  loss  caused  by  windstorm,  cyclone,  tornado,  hail,  explosion, 
riot,  civil  commotion,  smoke,  falling  aircraft,  and  motor  vehicles. 

36.  expectation  of  life  table  shows  how  much  longer,  on  the  average,  people 
at  a given  age  may  expect  to  live. 

37.  endorsement  is  a form  attached  to  a policy  bearing  the  language  necessary 
to  record  a change  in  the  policy.  Special  circumstances  frequently  require  that 
a policy  be  altered.  Approval  of  the  company  is  required  for  all  endorsements. 

38.  fire  hazard  means  the  relative  possibility  of  the  origin  of  fire  and  combusti- 
bility of  the  property  with  due  consideration  for  its  extinguishment  by  fire 
protective  devices,  both  private  and  public. 

39.  floater  policy  is  a policy  under  the  terms  of  which  protection  follows  mov- 
able property,  covering  it  wherever  it  may  be;  for  example,  a policy  on  tour- 
ists’ baggage. 

40.  fraternal  societies  often  issue  insurance  to  members.  Today  most  fraternals 
operate  their  insurance  departments  on  the  same  legal  reserve  basis  used  by 
the  regular  companies. 

41.  general  agent  is  the  man  who  manages  an  office  for  a company  in  a pre- 
scribed territory  and  supervises  the  work  of  agents  under  him. 

42.  grace  period  is  the  time  allowed  (28  to  31  days)  from  the  due  date  of  the 
premium  within  which  time  the  premium  may  be  paid  without  jeopardizing 
the  insurance. 

43.  gross  premium  is  the  premium  rate  per  year  of  the  insurance  as  stated  in  the 
policy. 

44.  group  insurance  covers  a group  of  persons  in  the  same  occupation  or  indus- 
try, working  for  the  same  employer.  There  is  no  medical  examination  and  the 
premiums  are  usually  low. 

45.  indemnity  is  the  amount  paid  by  the  insurance  company  to  the  insured  or  his 
beneficiaries  in  case  of  loss. 

46.  industrial  insurance  is  insurance  designed  for  the  industrial  or  low-salaried 
worker.  Policies  are  issued  for  small  amounts  (generally  less  than  $1,000) 
and  the  premiums  are  usually  collected  from  week  to  week  by  agents. 

47.  inspection  in  life  insurance  is  an  investigation  of  an  applicant  primarily  cov- 
ering points  other  than  those  pertaining  to  health.  It  covers  such  points  as 
morals,  habits,  financial  ability  to  pay  the  premiums,  etc.  In  property  and 
casualty  insurance,  inspection  is  the  survey  of  property  by  trained  experts  for 
fire  and  accident  prevention,  rate  making,  or  underwriting  purposes. 

43.  inspection  receipt  acknowledges  possession  of  a life  insurance  policy  for 
inspection  purposes  only.  It  is  signed  by  the  applicant  at  the  time  he  receives 
the  policy. 

49.  insurable  interest  is  the  interest  a person  has  in  the  financial  loss  covered 
by  the  policy.  The  test  of  insurable  interest  is  whether  the  death  of  the  in- 
sured, or  the  injury  to  the  property,  or  its  destruction,  would  involve  the  bene- 
ficiary or  the  insured  in  a monetary  loss. 

50.  insurability  means  that  a person  must  be  physically,  morally,  occupationally, 
and  financially  acceptable  as  an  insurance  risk. 
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51.  insured  is  the  person,  partnership,  or  corporation  in  whose  name  the  policy 
is  written. 

52.  insurer  is  the  insurance  company  or  the  person  or  organization  that  contracts 
to  indemnify  (repay  or  compensate)  against  a loss. 

53.  lapse:  A policy  is  said  to  lapse  when  a premium  is  not  paid  within  the  grace 
period. 

54.  level  premium  is  one  that  does  not  change  from  year  to  year. 

55.  limited  payment  life  policy  provides  insurance  for  life,  but  the  premiums 
payable  are  limited  to  a specified  number. 

56.  loading  is  that  addition  to  the  net  premium  of  the  insurance  which  is  neces- 
sary to  cover  the  policy’s  proportionate  share  in  the  expense  of  running  the 
business. 

57.  loan  value  is  the  amount  of  money  that  can  be  borrowed  on  a life  insurance 
policy.  In  other  words  a policy  loan  is  an  advance  made  by  a company  upon 
the  sole  security  of  the  value  of  one  of  its  policies.  The  company  cannot  re- 
fuse the  loan  and  cannot  demand  repayment  except  as  specifically  provided  for 
in  the  policy. 

58.  moral  hazard:  In  contrast  to  physical  hazards,  moral  hazards  are  character 
risks  that  are  difficult  to  chart.  For  example,  an  individual  or  firm  with  a long 
record  of  suspicious  fires  presents  an  increased  moral  hazard. 

59.  mortality  table  is  the  table  showing  for  each  year  of  life  the  number  of 
deaths  that  will  occur  within  that  year  and  the  number  that  will  survive.  Death 
rates  are  also  shown  for  each  year  of  life. 

60.  nonforfeiture  value  is  the  amount  of  cash  value,  paid-up,  or  extended  term 
insurance  which  the  policyholder  will  receive  if  he  stops  paying  premiums  on 
his  life  or  endowment  policy  any  time  after  the  policy  has  been  in  force  two 
or  three  years.  The  policy  contains  tables  showing  what  these  values  are  at 
any  given  time. 

61.  nonparticipating  life  insurance  policy  is  one  in  which  the  actual  cost  to 
the  policyholder  is  guaranteed  in  advance  and  cannot  vary  from  the  estab- 
lished rate.  Usually  written  by  stock  companies,  although  a few  mutual  com- 
panies also  issue  them. 

62.  options  are  the  choices  enumerated  in  the  policy. 

63.  ordinary  life  insurance  is  a term  used  in  two  senses: 

(a)  Form  of  life  insurance  (contrasted  with  group  or  industrial)  with  poli- 
cies generally  $1,000  or  more,  usually  requiring  medical  examination, 
with  premiums  payable  annually,  semi-annually,  quarterly,  or  sometimes 
even  monthly. 

(b)  A type  of  policy  (correctly  called  ordinary  whole  life,  but  sometimes  called 
straight  life)  under  which  insurance  is  payable  at  death,  and  a level  pre- 
mium is  paid  throughout  life. 

64.  paid-up  insurance  is  life  insurance  on  which  no  further  premium  payments 
are  required.  Such  insurance,  for  an  amount  less  than  the  face  amount  of  his 
policy,  is  usually  available  to  the  owner  of  a life  or  endowment  policy  after  two 
or  three  years,  if  he  discontinues  his  premium  payments. 

65.  participating  life  insurance  policy  is  one  under  which  the  insured  is  en- 
titled to  receive  any  policy  dividends  that  may  be  declared  payable  by  the 
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company;  a nonparticipating  life  insurance  policy  is  one  under  which  the  in- 
sured is  not  entitled  to  receive  dividends. 

66.  policy  is  the  written  contract  of  insurance  between  the  policyholder  and  the 
company. 

67.  policy  dividends  are  paid  to  owners  of  participating  policies  and  represent 
a return  of  that  portion  of  the  year’s  premium  that  is  not  needed  as  a result 
of  that  year’s  operating  experience. 

68.  post  mortem  dividend  is  a dividend  allotted  after  the  death  of  the  insured 
and  constitutes  a portion  of  the  dividend  that  would  have  been  payable  at  a 
later  date  if  the  policyholder  had  lived. 

69.  premium  is  the  price  or  the  amount  of  money  paid  by  the  policyholder  to  the 
company  to  assume  the  risk. 

70.  programming  insurance  is  a term  used  for  plans  which  coordinate  needs,  pol- 
icies, and  settlements  for  the  purpose  of  carrying  out  the  aims  and  objectives 
of  the  policyholder. 

71.  proceeds  of  a policy  are  the  net  amounts  of  money  payable  by  the  company 
at  the  death  of  a policyholder  or  at  the  maturity  of  a life  insurance  policy. 

72.  proof  of  loss:  A formal  statement  made  by  the  insured  or  beneficiary  to  the 
insurance  company  regarding  a loss.  The  purpose  of  the  proof  of  loss  is  to 
place  before  the  company  sufficient  information  concerning  the  loss  to  enable 
it  to  determine  its  liability  under  the  policy. 

73.  rate  is  the  price  of  a unit  of  insurance.  For  example,  fire  insurance  rates  are 
usually  quoted  in  terms  of  $100  of  insurance  for  a period  of  one  year. 

74.  rating  bureau  or  organization  for  property  or  casualty  insurance  purposes 
is  one  which  compiles  data  and  measures  hazards  of  individual  risks  in  terms 
of  rates  in  a given  territory. 

75.  rebating  is  the  act  of  an  agent  returning  a part  of  his  commission  or  premium 
to  a policyholder  to  influence  business;  it  is  prohibited  by  law  and  by  com- 
pany rules. 

76.  reinstatement  is  the  act  of  placing  in  effect  a policy  which  had  previously 
lapsed.  In  property  insurance  it  means  the  restoration  of  a policy  after  pay- 
ment of  loss — to  its  original  amount. 

77.  reinsurance  is  the  practice  of  insurance  companies  of  distributing  among 
other  companies  the  excess  liability  above  the  amount  which  the  original  com- 
pany desires  to  retain. 

78.  reserve  is  the  amount  a company  must  hold  in  good  assets  so  that  together 
with  future  premiums  and  compound  interest,  it  may  be  able  to  meet  future 
policy  obligations  as  they  become  due. 

79.  rider  is  a term  sometimes  given  to  an  endorsement  which  adds  to  or  amends 
the  terms  of  the  basic  policy. 

80.  risk  is  (1)  any  chance  of  loss;  or  (2)  either  the  individual  or  the  property  to 
which  an  insurance  policy  relates. 

81.  salary  savings  insurance  is  a regular  form  of  life  insurance  sold  to  employees 
with  premiums  collected  from  the  employer  who  deducts  the  premiums  from 
the  wages  of  the  insured  employees. 

82.  salvage  is  the  value  of  property  after  it  has  been  damaged  by  fire  or  otherwise. 

83.  social  insurance  is  a term  applied  to  a form  of  protection  available  (gener- 
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ally  compulsory  and  not  optional)  for  a large  segment  of  the  population,  with 
the  state  or  national  government  acting  as  the  insurer. 

84.  straight  life  policy  is  one  on  which  the  insured  pays  a uniform  level  pre- 
mium every  year  as  long  as  he  lives.  The  face  amount  of  the  policy  is  payable 
at  his  death. 

85.  subrogation  is  the  legal  process  by  which  an  insurance  company  seeks  from 
a third  party,  who  may  have  caused  the  loss,  recovery  of  the  amount  paid  to 
the  policyholder. 

86.  surplus  of  any  insurance  company  is  the  amount  available  for  the  additional 
protection  of  policyholders,  in  reserve  over  and  above  all  other  obligations. 
It  is  in  effect  added  security  beyond  the  contract. 

87.  surrender  charge  is  the  amount  which  the  law  allows  a life  insurance  com- 
pany to  deduct  from  the  reserve  on  a policy  in  the  event  that  the  policyholder 
withdraws  during  the  first  15  or  20  years.  It  is  the  difference  between  the  re- 
serve on  a policy  and  the  cash  surrender  value  of  that  policy  at  any  given  time. 
It  represents  the  unabsorbed  portion  of  the  expenses  involved  in  issuing  and 
maintaining  that  particular  policy  on  the  company’s  books.  It  is  highest  during 
the  early  years  of  a policy  and  steadily  decreases  until  entirely  eliminated  in 
the  later  policy  years. 

88.  term  insurance  in  life  insurance  refers  to  a contract  which  provides  pure  pro- 
tection and  has  no  cash  value.  It  covers  a limited  period  of  years,  and  no  bene- 
fits are  paid  unless  the  insured  dies  during  that  period.  In  property  insurance 
the  term  is  commonly  used  for  any  period  longer  than  one  year  for  which  a 
policy  is  written. 

89.  theory  of  probability  is  that,  under  similar  conditions,  future  results  may 
be  expected  to  be  the  same  as  past  results. 

90.  twisting  is  the  practice  of  inducing  a policyholder  in  one  company  to  lapse, 
forfeit,  or  surrender  his  insurance  to  take  out  a policy  in  another  company. 
This  practice  is  prohibited  under  the  laws  of  certain  states  and  by  company 
rules. 

91.  underwriter  is  (a)  the  company  which  receives  the  premiums  and  accepts 
responsibility  for  the  fulfillment  of  the  policy  contract;  (b)  the  company  em- 
ployee who  decides  whether  or  not  the  company  should  assume  a particular 
risk;  and  (c)  the  agent  who  sells  the  policy. 

92.  waiver  of  premium  for  disability  is  a clause  added  to  most  insurance  con- 
tracts, upon  payment  of  a small  additional  premium,  that  in  the  event  the  in- 
sured becomes  totally  and  permanently  disabled,  his  insurance  policy  will  be 
continued  in  full  force.  No  further  premiums  have  to  be  paid  during  the  dis- 
ability period. 

93.  whole  life  insurance:  See  Straight  Life.  Also  called  Ordinary  Life. 
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TX  335  C75  V-8 
CONSUMER  EDUCATION  SERIES 


1.  The  Modern  American  Consumer.  Introductory;  includes  for  the  teacher 
and  student  a statement  on  purpose  of  consumer  education. 

2.  Learning  to  Use  Advertising.  A study  of  the  consumer’s  stake  in  advertising 
as  a medium  of  information. 

3.  Time  on  Your  Hands.  On  the  "consuming”  of  leisure  time. 

4.  Investing  in  Yourself.  How  a youth  may  use  his  resources  effectively  in 
securing  an  education  and  getting  a start  at  his  career. 

5.  Consumer  and  the  Law.  The  law  as  it  relates  to  everyday  affairs. 

6.  Using  Standards  and  Labels.  Including  a study  of  testing  and  rating  agencies 
and  of  the  issues  centering  around  mandatory  grade  labeling,  as  well  as  a 
practical  guide  to  the  use  of  existing  labels  on  consumer  goods. 

7.  Managing  Your  Money.  Budgeting,  saving,  and  investing  the  money  saved; 
carrying  on  consumer  financial  affairs  in  businesslike  fashion. 

8.  Buying  Insurance.  Social  Security  and  group  insurance,  as  well  as  traditional 
life,  health,  accident,  and  property  insurance. 

9.  Using  Consumer  Credit.  Buying  on  open  account  and  o. 
plan;  borrowing  money.  A unit  aimed  at  building  sound 
as  practical  techniques. 

10.  Investing  in  Your  Health.  The  best  use  of  resources  for  protecting  and  im- 
proving health. 

OTHER  UNITS  IN  PREPARATION 

Effective  Shopping  Looking  at  American  Production 

Making  a House  a Home  Looking  at  American  Distribution 

You  and  Our  Economic  System  Economic  Roads  for  American  Democracy 

Price:  35  cents  a copy. 

Discounts:  2-9  copies,  10%;  10-99  copies,  25%;  100  or  more,  33^%. 

Payment  must  accompany  orders  of  one  dollar  or  less. 

Shipping  charges  will  be  prepaid  on  all  orders  accompanied  by  payment. 

Order  from  the  Consumer  Education  Study  of  the  National  Association  of 

Secondary-School  Principals,  1201  Sixteenth  Street,  N.  W.,  Washington  6,  D.  C. 


